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PREFACE 


THIS STUDY on Canada’s imports is one of a large number of papers prepared 
for the Royal Commission on Canada’s Economic Prospects. This study is 
largely concerned with the implications for Canadian imports of growth in 
the Canadian economy. Partly due to the subject matter and partly because 
of the organization of the Commission’s work, this study draws heavily on 
the efforts of others; accordingly my debts for aid are large. 


It was my good fortune to carry out this study with the general guidance 
of Professor William C. Hood. Common interests led to continuous exchanges 
with Mr. S. S. Reisman and those who worked with him on a number of 
international economic studies; these exchanges were of great help to me. 
Because Canada’s imports and her secondary manufacturing activities are so 
much the opposite sides of a single coin, this study was closely dependent 
on the group studying secondary industries; thus I am much indebted to 
Mr. D. H. Fullerton and his associates. Without the help of Dr. John Davis 
the prospects for Canada’s imports of fuels would have been examined on a 
very slender base of information. Mr. H. E. English assisted me for some 
time in carrying out this study; for this I am very grateful. 


One of the great pleasures of working with the Commission was an asso- 
ciation with our director of research, Mr. D. V. LePan. To the Commissioners, 
particularly to Mr. W. L. Gordon, I would like to express my gratitude for 
sponsoring the work. Finally thanks are due to the Board of Trustees of 
Queen’s University for granting me leave of absence to join the staff of the 
Commission. 


David W. Slater 


Queen’s University, 
Kingston, Canada, 
January, 1957. 
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INTRODUCTION AND SUMMARY 


I. Scope and Purpose of the Study 


This is a study of the past and present position of Canadian imports, together 
with some speculations about the future of those imports. The central focus 
throughout is on the long-run trends or prospects for imports; however, some 
limited analysis of short-run variations has been undertaken. The study is in 
a positive rather than a normative vein; our concern is with description and 
explanation of the import position and with prospects for imports under 
certain specified conditions, rather than with the desirability of various import 
positions or policies. International trade is an area of policy concern, but these 
are beyond our terms of reference. Special studies directed toward various 
policy questions have been carried out for the Commission by other members 
of the staff, and policy matters are the direct concern of the Commissioners. 


Among the questions which this paper should answer are the following: 


(1) What have been the trends in the level, content, geographical sources 
and state of manufacture in Canadian imports ? What have been the 
short-run fluctuations in these characteristics of Canadian imports ? 
How have these trends and fluctuations been related to the growth 
and fluctuations of the Canadian economy ? 


(11) Have there been marked trends of change in the comparative advan- 
tage of Canadian manufacturing activity vis-a-vis foreign sources of 
supply ? What is the basis of these trends ? 


(iii) What have been the effects on Canadian imports of past changes in 
foreign trade policy ? 

(iv) What are the prospects of Canadian imports, in the aggregate and in 
content, and geographical sources? In particular, what are the 
prospects of a substantial increase in the U.K. share of Canadian 
imports ? 
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(v) What has been Canada’s balance of payments experience in the short 
run and long run, and what role have adjustments of imports played 
in this balance of payments experience ? 


(vi) Do the prospects for imports together with the prospects for exports 
and capital flows imply any significant problems of balance of pay- 
ments adjustment for the Canadian economy ? So far as imports are 
concerned, by what mechanisms would those adjustments be brought 
about and what forms would the adjustment take? What are the 
prospects for a smooth, fairly rapid, adjustment in such circum- 
stances ? 


Throughout this study there is one theme which occurs frequently. It is 
that the level and content of Canadian imports are more a reflection of the 
state of growth and employment in the Canadian economy than causes of 
growth or fluctuations in employment. Admittedly, a significant cheapening 
of imports can provide substantial real gains to the Canadian economy. 
However, rapid increases in imports have typically been associated with 
growth which was generated from other sources; the increases in imports. 
have been most rapid when rapid internal growth has been associated with 
expanding exports and substantial capital inflows into Canada. Similarly, 
cyclical variations in imports have been much more generated by fluctua- 
tions in exports and investment activity than they have been a generator of 
Canadian economic fluctuations. When we pass to particular kinds of imports, 
the same story typically holds. Particular kinds of imports have increased 
rapidly mainly because the Canadian use of that type of good has increased 
rapidly, rather than because of marked change in the division of the Canadian 
market between domestic and import sources of supply. In general, this is. 
also true as regards imports which have increased less rapidly than the average, 
the most notable exception being the recent experience with western Canadian 
oil. 


IT. Structure of the Study 


The main body of the study has been organized in five chapters. Chapter 2 
contains a description of Canada’s import trends. In Chapter 3 these trends 
are analyzed. Chapter 4 is devoted to a general qualitative view of Canada’s 
import prospects, together with the development of some simple statistical 
import relationships. Chapter 5 is concerned with the prospects for particular 
kinds of imports. This chapter should be looked upon as the central core 
of the forecasting effort. By considering individual groups of imports, we 
arrive at some notion of both the content and the over-all level of Canada’s 
merchandise import prospects; further, this provides the means for considering 
the prospective geographic source of Canada’s imports. The imports of 
invisibles are also dealt with in this chapter. Chapter 6 deals with the recon- 
ciliation of the view of import prospects with other staff studies of Canada’s 
economic prospects and with a number of implications of the import study. 
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In the main body of the forecasting work in this study, no attention was 
paid to the availability of foreign exchange to pay for Canada’s bill of imports; 
the main job was to indicate the import implications of the over-all growth 
in Canadian output and income, the kinds and levels of investment activity 
expected, and the level and patterns of consumer expenditure likely to 
develop—all of this assuming that there would be adequate foreign exchange 
to pay for imports. Of course, in any long-run sense, Canada’s bill of imports 
will be limited to her ability to pay. In Chapter 6, a central concern is with 
the mechanism of long-run balance of payments and adjustment, rather than 
with precise reconciliation of the view of import prospects developed in this 
study and the view of Canada’s ability to pay for foreign goods developed 
elsewhere. In addition, in Chapter 6, we consider the effects of assumptions 
other than those underlying the forecasting work of Chapters 4 and 5; in 
particular the effects on imports of changes in the rate of growth, in the 
structure of prices and in Canadian commercial policy. 


TT. Summary of the Results 


The first part of the study is essentially historical — an attempt at setting 
out and explaining long-run trends in Canada’s imports. Though reference 
is made to earlier experience, the main indicators of long-run trend have been 
comparisons of recent (1951-55) Canadian economic experience with that 
found during the late 1920’s. These were both periods of prosperity sufficiently 
far removed in time from major wars to be free of the worst of the war-induced 
disruptions to international trade. They are the only two periods in the last 
30 years in which conditions approximate at all closely the Commission’s 
terms of reference. 


On the basis of this comparison, a main trend has been a gradual decline 
of Canadian imports of goods and services relative to Gross National Product 
(G.N.P.). There has been a systematic shift in composition of Canadian 
imports: machinery and equipment, consumer durables and materials for the 
manufacture of such items in Canada, chemicals and, until recently, fuels, 
accounting progressively for larger fractions of the total. Imports of food, 
textiles, leather products, alcoholic beverages, tobacco and assorted perishable 
consumer goods have accounted for smaller fractions of Canada’s total 
merchandise imports in recent years than earlier. The proportion of Canada’s 
imports derived from the United States has increased, though not as rapidly 
as the proportion of Canada’s export sales. There was a corresponding decline 
in the share of Canada’s imports coming from the United Kingdom and 
Western Europe. While a very large proportion of Canada’s imports consist 
of manufactured goods, there is evidence of some slight improvement in the 
competitive position of the typical Canadian manufacturing industry com- 
pared with foreign sources of supply, though there are exceptions to this 
change. 
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The main projections of Canada’s imports of goods and services were 
based on the average of the high and low projections of G.N.P. set out in 
the Commission’s study of output, labour and capital,! together with the 
assumption that Canadian commercial policy was unchanged from that which 
exists at present, and that the structure of import prices will be the same 
as they have been in recent years. The resulting projections of Canada’s 
imports are summarized in the following table. 


Summary of Forecasts — Imports of Goods and Services 


(millions) 
Merchandise 
Year G.N.P. imports Invisible Total 
(adjusted) imports imports 
A. In 1955 dollars: 
1955 26,769 4,450 1,875 6,415 
1980 76,138 10,570 4,575 15,145 
B. In 1949 dollars: 
1955 213 4,160 1,545 5,405 
1965 32350 dio) POAT) 7,590 
1980 61,750 9,685 3,815 14,500 


The projected imports increase somewhat less rapidly than G.N.P. The 
composition of imports is expected to shift toward increased fractions of the 
total being due to machinery and equipment, household consumer durables, 
chemicals, foreign tourism and interest and dividend payments to foreigners, 
and smaller fractions accounted for by imports of food, textiles, alcoholic 
beverages, fuels, materials for structures, and assorted industrial materials. 
A slight increase is expected in the fraction of Canada’s imports which originate 
in the United States, but no decrease in the fraction coming from the United 
Kingdom. The main areas from which smaller proportions of Canada’s exports 
are expected are the Caribbean countries of North America and South America, 
primarily because of the expected relative decline in Canada’s imports of 
petroleum. Mainly because of growth in the size of the Canadian market, 
it is our belief that there will be a small further improvement in the competitive 
position of Canadian manufacturing vis-a-vis foreign sources of supply. 


Generally speaking we believe that imports will play essentially the same 
role in the Canadian economy in the future as they have in recent years, say 
between 1952 and 1955. They will be proportionately almost as large. They 
will respond to short-run fluctuations of Canadian incomes in much the 
same way. The high level of imports which is associated with high levels of 
economic activity will condition policies aimed at economic stabilization in 
Canada in the face of the inevitable fluctuations of exports, in much the 
same way as they have in the past. 


1Wm. C. Hood and Anthony Scott, Output, Labour and Capital in the Canadian Economy, 
Ottawa, 1957. 
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Speaking of fairly broad commodity groups, there will be comparatively 
little replacement of imports by domestic sources of supply or vice versa, 
though the most common story will be of a slight decline in the import shares 
of the Canadian market. Probably the most significant change in Canada’s 
import position has been the development of the Canadian petroleum industry 
in recent years, a development which has reduced, and will continue to reduce, 
imports of fuels into Canada. Comparatively modest changes in geographical 
source of imports are expected. 


When the results of this study are put together with those from the export 
study prepared for the Commission, the conclusion is that Canada will 
probably import more goods and services in the next 25 years than she 
exports. In other words, given the basic forecasting assumptions of the 
Commission’s work, it is our belief that Canada will typically be a modest 
net importer of capital (in a balance of payments sense) in the next quarter 
century. This is primarily a reflection of a rapid growth in output which was 
projected. 
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IT IS WELL known that Canada is an open economy, one for which inter- 
national specialization and trade is of high order of importance. This chapter 
is concerned with description of the import side of this trade. What are 
Canada’s imports? How have they changed during the last quarter or half 
century? From where do they come and on what terms? How do imports 
fit into the Canadian economy ? How has the sharing of the Canadian market 
between imports and domestic sources of supply changed? Such questions 
as these command our attention in this chapter. In Chapter 3 the basis of 
some of these trends is explored; in later chapters the prospects are treated. 


I. How Large Are Canadian Imports? 
Has There Been a Trend of Decline in These Imports? 


(a) The Decline in World Trade 


Judged by the size of imports compared with domestic activities, the Can- 
adian economy has been during the last century, and still is, one of the more 
open economic systems in the world. A few illustrative comparisons of external 
trade and national income are given in Table 1. These show that external 
trade is now larger relative to domestic activity in Canada than it is for the 
United Kingdom, Australia, Sweden, Brazil and Argentina. A few countries, 
including New Zealand, Denmark, Switzerland, Norway, the Netherlands and 
Japan, are somewhat more open than is Canada. 


At least since the turn of the century the typical situation in the world 
has been a long-run trend of decrease in international trade compared with 
domestic output. Since the 1920’s this has also been true in Canada. What 
is distinctive about Canadian experience is the somewhat smaller decline. 


The long-run decline in world trade and the particularly severe decline 
during the 1930’s has been observed and commented on by several writers 
including Robertson, Keynes, Staley, Colin Clark, Hilgerdt and Buchanan. 
(References are given in the bibliography to this study.) Hilgerdt, in Indus- 
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trialization and Foreign Trade,! showed that world trade declined relative to 
world production between 1900 and the late 1920’s. Fragmentary evidence 
shows that Canadian trade did not decline relative to output during these 
years. From the various national income, production, trade and balance of 
payments data available from the League of Nations and United Nations 
sources, it is clear that international trade is now smaller relative to output 
than it was during the late 1920’s. A recent reworking of the experience of 
the United States indicates that the volume of merchandise imports fell from 
approximately 5% of G.N.P. in 1929 to approximately 3.6% in 1953, a decline 
of 26%.? Comparable Canadian data show a decline of only 17%. 


It now seems clear that the experience of the 1930’s tended to overstate 
the long-run trend of decline in foreign trade; fragmentary data indicate that 
trade is now relatively larger than it was then, though still somewhat smaller 
than in the late 1920’s. In general, depression conditions reduce foreign trade 
to a greater degree than domestic outputs, partly because of the structure of 
foreign trade and foreign investment and existing foreign economic policies, 
and partly because of emergency restrictions on foreign trade. 


Various reasons have been advanced to explain the long-term decline in 
world trade. Clark, Staley and Buchanan placed emphasis on the growth in 
the production and consumption of services, which enter much less into inter- 
national trade than do commodities. Others have placed emphasis on the 
spread of technology (Robertson and Keynes) or on the industrialization of 
underdeveloped countries, or on the growth of trade restrictions (Viner).® 
Some investigation of these various influences on Canadian trade is undertaken 
in later sections. 


(b) The Decline in Canadian Imports 


Turning to the Canadian experience, a variety of measures indicate a 
relative decline in imports. They have been smaller relative to Gross National 
Expenditure (G.N.E.)in recent years than they were in the late 1920’s, measured 
in current or constant dollars or for merchandise or total imports of goods 
and services. For example, in current dollars, imports of goods and services 
averaged 29.8% of G.N.E. between 1926 and 1929 and not quite 24% between 
1953 and 1955. In current dollars merchandise imports have declined from 
almost 20% to approximately 16.8% of G.N.E. In constant dollars the changes 
have been of roughly the same degree. The data are set out in Table 2. 


In Chart I the growth of imports is compared with the growth in G.N.P., 
all in constant dollars. The experience of during late 1920’s and recent years 
is taken as typical of long-run trends. Judged in this way the average annual 
rate of increase in G.N.P. has been approximately 3.4%, in imports of goods 
and services 2.3%, and in merchandise imports 2.9%. 


1League of Nations, Industrialization and Foreign Trade, Geneva, 1945. 
2U.S. Dept. of Commerce, Survey of Current Business, Nov. 1955. 
3For references in this paragraph, see bibliography. 
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The relative decrease in Canadian imports has been much larger for the 
service or invisible items than for merchandise. Why is this so? In Table 3 
a distribution of Canadian imports of goods and services is given. These 
data show that the major factor responsible for the disproportionate decline 
in imports of services is the very sharp fall in the interest and dividend payments 
to non-residents. Tourist and travel expenditures and the miscellaneous items 
have grown about as rapidly as merchandise imports. Comparable data in 
constant dollars are included in the table and they tell essentially the same 
Story. 

The main reason for the relative decline in interest and dividend payments 
is the reduction in the value of Canada’s gross liabilities to foreigners com- 
pared with either G.N.P. or with total imports of goods and services. This 
is shown up quite sharply in Chart II. In other words, though the value of 
foreign investment in Canada is now larger than it was in the late 1920's, 
it is not as much larger as is Canada’s G.N.P. measured in current prices. 
Another factor has contributed to the relative decline in interest and dividend 
payments; with the exception of the last year, there has been a downward 
drift in interest rates. Chart II also shows the very great change which has 
taken place since the 1920’s in the composition of the interest and dividend 
items. Dividend payments now are approximately three times the level of 
the late 1920’s while interest payments are approximately the same as in the 
1920’s. This in turn reflects the changing character of Canadian indebtedness 
to foreigners. 


HT. What Types of Goods Are Imported? 


Except for her great export staples, such as grains, pulp and paper, common 
lumber and base metals, Canada imports some part of almost all other goods 
which she uses. One classification of these imports is given in Table 4 and 
Chart [II.* Currently more than one-third of Canada’s imports consists of 
capital goods and consumer durables (including military equipment) and 
approximately another 12% consists of selected raw materials which flow 
primarily into the manufacture of durable goods. Another third of the imports 
consists of foods, clothing and footwear or materials for such uses, and miscel- 
laneous consumer goods. The remainder of the imports consists of fuels and 
lubricants (approximately 12% in 1953) and chemicals (approximately 5% 
in 1953). 

Some insight into the trends of Canadian imports is revealed by this 
classification of the value of imports. Imports of producer and consumer 
durables and the raw materials which enter into these have grown from less 
than one-third to more than one-half of Canada’s imports between 1926 and 
1953. At the opposite extreme, imports of agricultural and animal food 
products, clothing and personal furnishings and materials for these uses have 
fallen from more than 40% to approximately 20% of total imports. Fuels 


‘The classification is described in Appendix A. It is essentially a crude regrouping of the 
main sub-classes of the published import statistics. 
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and lubricants tended to increase as a proportion of total imports until 1950, 
but have subsequently declined, primarily because of the development of 
Canadian petroleum. Miscellaneous consumer goods and chemicals have 
shown a consistent tendency to increase in importance in the total import bill. 


In a somewhat less clearcut manner, the commodity component classifica- 
tion of imports shows the same trend.® (See Chart IV.) Iron and steel, miscel- 
laneous goods, non-metallic minerals, non-ferrous metals and chemicals are 
the groups which have become larger proportions of the total import bill, 
while animal, agricultural and vegetable and fibres and textile products have 
become much less important. This type of development is not unique to the 
last three decades of Canadian experience. The same kind of change took 
place between the turn of the century and the late 1920’s.® 


CANADA —G.N.P. GROSS LIABILITIES TO FOREIGNERS AND PAYMENTS 
OF INTEREST AND DIVIDENDS TO FOREIGNERS 


Chapter 2, Chart I! 


30 F 


a a 


BILLIONS OF DOLLARS FOR —-:10 Fh 
G.N.P.AND GROSS LIABILITIES 


HUNDREDS OF MILLIONS OF 
DOLLARS FOR INTEREST AND = 
DIVIDENDS 


1926 1930 1935 1940 1945 1950 1955 1960 


YEAR 
G.N.P IN CURRENT DOLLARS a INTEREST PAYMENTS -o-es----2----------= 
GROSS LIABILITIES TO FOREIGNERS —p——p— DIVIDEND PAYMENTS ——-——-—-—-—-— 


COMBINED INTEREST AND DIVIDEND __ Le 
PAYMENTS TO FOREIGNERS 


*This is the main basis of classification used in the published Canadian trade statistics. 
’David W. Slater, “Changes in The Structure of Canada’s International Trade’, Canadian 
Journal of Economics and Political Science, February, 1955. 
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The commodity component classification facilitates some other comparisons, 
such as growth in volume of imports, as price indices have been worked out 
on the basis of this classification. In Chart V the classes of imports are com- 
pared in value with G.N.P. in current dollars, and in volume with one another 
and with G.N.P. in constant dollars. This chart shows that only three classes 
of imports have grown in value relative to G.N.P.; these are miscellaneous 
products, chemicals and fertilizers, and iron and steel products. In volume 
the trends of the various classes is essentially the same as was indicated by 
the value data. Miscellaneous commodities, chemicals, iron and steel products 
and non-ferrous metals have grown relatively to the volume of total imports, 
while the first three have grown relative to G.N.P. in constant dollars also. 


CANADA: DISTRIBUTION OF IMPORTS, COMMODITY COMPONENT CLASSIFICATION 
Chapter 2, Chart |V 


AVERAGE AVERAGE AVERAGE 
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Before going on to questions of the sources of imports and the relationship 
of imports to various sectors of the Canadian economy, the content of Can- 
adian imports may be examined in a little more detail. (Detailed value data 
and a percentage breakdown of the values are given in Appendix D, Tables 
I and II.) Table 5 presents a few highlights of the detailed commodity com- 
position, classifying commodities into those for which imports have expanded 
and contracted. 
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This table shows that the relatively expanding groups of imports are 
mainly capital goods, household consumer durables, petroleum and products, 
and chemicals. The most rapid increases in percentage of total imports are 
shown by electrical apparatus and supplies, petroleum and products, farm 
implements, non-agricultural machinery, engines, locomotives and _ boilers, 
airplanes, refrigeration equipment, scientific and educational equipment, 
chemicals, aluminum materials and other miscellaneous goods. The groups 
of imports which have fallen substantially as a proportion of total imports 
include some tropical foods and materials; textiles and materials for personal 
and household furnishing, such as furs, hides, leather, raw cotton and manu- 
factured cotton; and some staple industrial materials, such as rubber, base 
metals, raw materials and coal. It is particularly interesting to find primary 
iron and steel among the groups which have declined substantially as a 
proportion of total imports, in view of the comparatively rapid growth in 
Canadian consumption of iron and steel products. 


The reasons for these changes in Canada’s import pattern will be examined 
in Chapter 3. The most important factor seems to be the difference in the 
rate of growth of Canadian consumption of various products rather than a 
shift from domestic to import sources of supply for particular classes of 
items. Some additional data on the relationship of imports to domestic 
activities and on the sharing of the Canadian market between import and 
domestic sources of supply are set out in Sections V and VII below. 


IIIT. Where Do the Imports Come From? What Relationships Are 
there between the Content and the Geographical Source of 
Canadian Imports? 


The United States is now the overwhelmingly important source of Canadian 
imports, with the United Kingdom as the largest other supplier. For example, 
in 1953 almost three-quarters of Canada’s merchandise imports came from 
the United States and another 10% from the United Kingdom. Selected data 
on the geographic distribution of imports are found in Table 6. As early as 
the turn of this century, more than 50% of Canadian merchandise imports 
were derived from her southern neighbour. Since that time there has been 
a more or less persistent growth in the fraction, accompanied by a decline 
in the share coming from the United Kingdom, the two areas together supply- 
ing a more or less constant proportion of the total. 


This means that the fraction of the imports which came from all other 
areas combined has been comparatively small, and it has not changed very 
greatly during this century. Nevertheless there have been some important 
changes in the import side of Canada’s trade with areas other than the United 
Kingdom and United States. In the first quarter of the century, there was a 
comparatively rapid growth in the share of Canada’s imports originating in 
Western Europe, mainly due to increased imports of iron and steel, textile 
and chemical products from those areas. This increase was sufficiently rapid 
that, by 1929, a 10% larger fraction of Canada’s merchandise imports origi- 
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nated in countries other than the United States and United Kingdom than in 
1900. Since the 1920’s, Canadian imports from Western Europe and from the 
United Kingdom have followed a similar course, both areas being relatively 
smaller suppliers of the Canadian market now. While there was comparatively 
little growth in the proportion of Canada’s merchandise imports. derived from 
areas other than the United Kingdom, Western Europe and the United States 
during the first quarter of this century, the picture has been quite different 
during the last 30 years. There has been a very sharp increase in the share 
coming from South America, (about 1% of the total in 1900, 2.3% in 1929 
and 5.8% in 1953), mainly due to increased imports of petroleum and petro- 
leum products from that area. For a long time, the Caribbean area of North 
America has been an important source of tropical products for Canadian 
consumption; however, the proportion of total imports from these areas is 
now not very different from what it was in the late 1920’s. Asia has been a 
source of tea, rubber, jute and silk; this area supplied approximately 2.6% 
of Canadian imports both in the late 1920’s and at the present time. Oceania 
has been a main source of wool and of some food products; in aggregate 
this area supplies a smaller proportion of Canadian imports now than it 
did 25 years ago — about 1% compared with 2%. Africa has never been a 
very large supplier of Canadian imports, but has shown some trend of increase. 


The source and types of Canadian imports are closely related. Except for 
some tropical products, some of almost every kind of import comes from 
the United States. Between 1949 and 1953 United States supplied 71% of 
Canadian imports. For some types of goods the United States proportion 
was more than 90%, for example, chemical, iron and steel products and wood 
products. For only three groups was the United States’ share in Canadian 
imports less than 70%. These are agricultural and vegetable products for 
which tropical merchandise imported from Latin America and Asia are im- 
portant, textiles for which the United Kingdom, Western Europe, Australia and 
Asia are major suppliers, and non-metallic minerals for which Latin American 
oil is important. The dominance of the United States as a supplier of iron 
and steel products, chemicals, miscellaneous, products, wood products and 
non-ferrous metals is essentially the same today as it was three decades ago, 
though for some items, such as petroleum, the United States has declined 
somewhat (relatively) as a supplier. 


The United Kingdom supplied an average of 10.6% of Canadian imports 
between 1949 and 1953. This was made up mainly of fibres and textiles, iron 
and steel products and electrical apparatus. Looked at another way, the 
United Kingdom share in Canadian imports was well above 10% for fibres 
and textiles and non-ferrous metals; it was about 10% for iron and steel 
products and well below 10% for all others. The decline in the over-all British 
share in Canadian imports was partly due to the decline in the British share 
of imports of particular kinds of goods. For example, the British share has 
fallen substantially between 1926-29 and 1949-53 for agricultural and vegetable 
products, fibres and textiles, wood and wood products. The British share has 
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risen for iron and steel products and non-ferrous metals. However, another 
factor has played a part in the decline of the over-all British share in Canadian 
imports: this is the change in the over-all importance of particular classes 
of goods in the Canadian import bill. Fibres and textiles are a much smaller 
group of imports now than they were in the 1920’s, so are alcoholic beverages. 
For these groups and for wood products, agricultural and vegetable products 
and animal products, total Canadian imports have declined relatively as well 
as the British share in those imports. On the other hand, the British share in 
imports of iron and steel products and non-ferrous metals has increased. 
As well, the share of these goods in the total bill of imports has increased. 
Thus, to some extent, the British have adjusted to the change in opportunities 
in the Canadian market but not sufficiently to maintain their over-all share 
in our market. 


We have already noted the decline of Europe as a supplier of Canadian 
imports during the last three decades. Table 9 presents some data on the 
relationship of source and type of import from areas other than the United 
States and the United Kingdom. This table shows that Western Europe in 
1953 supplied a smaller share of the Canadian market than in 1929 for every 
class of goods except animal products. The decline in the European share 
was particularly severe for fibres and textiles, a class of goods which also 
declined in over-all importance in Canadian imports. Thus approximately 
2.3% of the total Canadian imports were accounted for by fibres and textiles 
coming from Europe in 1929 and less than 1.5% in 1953. Western Europe 
like the United Kingdom has done relatively well in holding its share of 
Canadian imports of iron and steel products and non-ferrous metals; they 
have done much less well in holding their share of the expanding Canadian 
imports of chemicals. 


Canada’s imports from South America have increased quite rapidly; this 
is primarily due to the very rapid increase in imports of oil from that area. 
To a lesser extent it is due to the South Americans obtaining a sufficiently 
large share of Canadian imports of agricultural and vegetable products to 
more than offset the over-all decline in the fraction of Canadian imports 
due to these products. The increase of Canadian imports from the Caribbean 
area is due to two factors: the marked increase of their share of the Canadian 
imports of food products, and growth in the flow of bauxite to the Canadian 
aluminum industry. For most classes of goods Oceania provides a somewhat 
larger proportion of Canadian imports than it did in 1929. However, the 
relative decline in Canadian imports of foods and textiles has been sufficiently 
rapid that this area accounts for a much smaller proportion of Canada’s 
total imports now than in the late 1920’s. 


Earlier in this chapter we noted the very much larger relative value of 
imports for the Canadian economy than for that of United States. The over- 
whelming importance of the United States as a source of Canadian imports 
and the very large share of the United States imports which Canada attains 
invites a comparison of the two areas after netting out the trade over the 
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Canada-United States border. Canadian imports from areas other than the 
United States would amount to approximately 4% of G.N.P. American 
imports other than from Canada would amount to less than 3% of American 
G.N.P. Thus for both countries the rest of the world is a relatively small 
supplier of the total goods and services which are used. Of course, there 
are some important differences between. the two countries with respect to the 
type of goods and service supplied by the rest of the world. Highly fabricated 
manufactures are somewhat larger in importance and raw materials somewhat 
smaller in importance for Canada than for the United States. 


IV. Imports and Domestic Economic Activities 


One means of analyzing imports is to relate various classes of imports to 
specific types of economic activity in Canada. For example, imports of food 
may be related to expenditures on food and imports of machinery and equip- 
ment to expenditures on machinery and equipment. An appendix is attached 
to this study, dealing with various efforts of others along these lines, with 
the problems of assigning imports to final uses and with the procedures used 
in this study. (See Appendices A and B.) Ideally, a set of input-output studies, 
fully integrated with the national accounts for a number of years, would be 
the appropriate way of investigating import-activity relations. Such a venture 
is well beyond the scope of this inquiry. 


For our analysis imports have been classified into a number of functional 
groups (food, beverages and tobacco, clothing and materials for personal and 
household furnishings, household consumer durables, etc.) in so far as this 
could readily be done from data on Canadian external trade. In turn, these 
functional groups have then been related to measures of Canadian activities. 
The basic work has been done on value data. Industrial materials which could 
clearly be assigned to the functional groups were so allocated; those which 
find their way into several uses were treated as a general residual group of 
industrial materials. The summary results of our investigation are set out in 
Table 10 and Chart VI. 


Ordinary observation suggests that there are very great differences in the 
import content of various Canadian economic activities, import content being 
small. for services and large for investment in machinery and equipment. 
Because of differences in valuation of imports and domestic activities and due 
to limited information for making adjustments, the data in Table 10 are 
subject to some reservations as an index of import content. In general, the 
measures of import content are too low. Nevertheless, the table provides a 
fairly satisfactory indication of the relative size of imports for various activities. 
Whereas total merchandise imports average 17.9% for G.N.P. the import 
content of a combined group of public and private expenditure on new 
machinery and equipment and exports of transportation equipment and 
machinery and equipment is almost 50%. The appropriate valuation adjust- 
ments would probably run the latter figure up close to 60%. The import 
content appears to be higher than average for personal and household fur- 
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CHAPTER 2, CHART VI 


CANADA: VARIOUS FUNCTIONAL CLASSES OF IMPORTS. 
AS PROPORTION OF TOTAL MERCHANDISE IMPORTS 


AVERAGE AVERAGE 
19535 
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BASIC CHEMICALS 
SPECIAL ITEMS 


COAL AND PETROLEUM 


MISCELLANEOUS INV. GOODS 
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AIRCRAFT AND ENGINES 


MACHINERY AND EQUIPMENT 


AUTOS, TRUCKS AND PARTS 


MISCELLANEOUS DURABLE CONSUMER GOODS 
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MISCELLANEOUS PERISHABLE CONSUMER GOODS 
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BEVERAGES AND TOBACCO 
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nishings, the combined group of appliances, radios and furniture, for 
miscellaneous manufactured consumer goods, for fuel and for new autos. 
Imports enter much less importantly into consumer expenditure on beverages 
and. tobacco, investment in structures and consumer expenditure on food. If it 
were readily possible to carry the classification further, we would almost 
certainly find that the import content of government expenditure (except 
public expenditure on new machinery and equipment and military equipment) 
and exports was much smaller than the national average. We may crudely 
summarize these data as showing a very high import content for investment 
in machinery and equipment, high import contents for consumer durables, 
fuel, clothing and personal furnishings, and small import content for invest- 
ment in structures, exports, government services, food and beverage consump- 
tion, and the whole range of personal services excluding tourism. This means 
that shifts in the pattern of final expenditure on goods and services in Canada 
can lead to substantial changes in the average propensity to import for the 
whole economy. For example, a substantial shift in final demand toward 
investment in machinery and equipment and expenditure on consumer durables 
and away from, say, government services and food, could lead to a substantial 
increase in Canada’s average propensity to import. 


Perhaps even more interesting than the import content at any particular 
point of time is the change in import content of various kinds of activity 
over time. We judge the secular drift by comparing the late 1920’s with 
1953-55; only selected years are shown in Table 10, more extensive data 
being set out in Appendix D, Table V. Our study shows that there has been 
a very rapid decline in the import content of expenditures on food, beverages 
and tobacco, and personal and household furnishings. For consumer durables 
and miscellaneous consumer goods, there have been somewhat mixed trends. 
The import content of personal expenditure on automobiles is considerably 
lower now than it was in the later 1920’s; however, imports appear to be 
at least as important a source of supply of appliances, radios, furniture and 
miscellaneous manufactured consumer durables now as they were almost three 
decades ago. The most important trend which shows up in the data is the 
sustained high import content of new machinery and equipment investment. 
Imports of the unassigned industrial materials, fuels and materials for struc- 
tures are not now very different compared with the related activities than 
they were in the late 1920’s. 


The trends in the various average propensities to import have far-reaching 
implications. Together with the changes in pattern of national expenditure 
they proximately explain the very substantial relative shift in Canada’s bill 
of imports from foods, beverages, textiles and other materials for personal 
and household furnishing, toward iron and steel products and electrical 
apparatus. 


For some purposes it is better to gather all of the imports of industrial 
materials together and analyze the behaviour of the broad class and the 
content. of industrial materials as such. This has been done in Table II. This 
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table shows that the total imports of industrial materials bear approximately 
the same relationship to Gross National Production and to the net value of 
manufacturing activity in Canada now as they did in the late 1920’s. However, 
the composition of the imports of materials has changed considerably. Textile 
materials have become much less important, as have primary iron and steel 
products and such base metals as copper, lead and tin. Chemicals and alu- 
minum materials have become a much larger proportion of the total imports 
of industrial materials. 


V. Degree of Manufacture of Canadian Imports 


A somewhat crude indicator of change in the character of Canadian imports 
is provided by data on the degree of manufacture. Selected data on the over-all 
distribution of imports under the Brussels classification of the degree of 
manufacture are provided in Table 12. Judging by these aggregate data, 
Canadian imports are now of a more highly fabricated character than they 
were three decades ago or prior to World War I. Superficially this conflicts 
with our notions of Canadian industrial development. 


The conflict is only superficial. Changes in the aggregate degree of manu- 
facture of imports depends on (1) changes in degree of manufacture of sub- 
groups of imports, and (2) changes in the relative importance of sub-groups 
which differ widely in degree of manufacture. Detailed examination of the 
trade statistics indicates that the typical situation is for the degree of manu- 
facture to be smaller now than in the late 1920’s for many sub-groups of 
imports. For example, imports of cotton textiles have fallen substantially 
relative to imports of raw cotton. However, in the aggregate this change has 
been more than offset by the increased importance of sub-classes of imports 
which have the very highest degree of manufacture, e.g. machinery and 
equipment. 


In any case, as will be shown in Section VI of this chapter, the typical 
situation is for the share of the Canadian market in manufactured goods 
obtained by domestic producers to be slightly higher now than in the late 
1920’s. 


We should note parenthetically the abnormal situation found in the 1930’s 
and 1948 and 1949. During both periods, but for different reasons, unusually 
high restrictions on imports existed. These restrictions had a much more 
severe impact on imports of highly manufactured goods than raw materials. 


ie 


VI. The Import Share of the Canadian Market 


Another way of studying the structure of Canadian imports is to analyze 
the import share of the Canadian market in various goods. At any point of 
time the competition of imported supplies and domestic production will vary 
greatly among commodities. Over time there will be significant variation in 
import competition depending upon tariff and exchange rate changes, the 
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state of economic development and such like. In most discussions of tariff 
changes the import share of the Canadian market provides an important 
measure of the need for or response to changes in duties.’ 


As part of this study, indices of the import share of the Canadian market 
have been constructed for a sample of secondary industries and groups of 
products. The study was restricted to a sample because of the limited time 
and resources of this inquiry. In choosing the groups an attempt was made 
to obtain representation of most of the important economic situations such as 
industries with high and low tariffs, industries in which the manufacturing 
operations are capital intensive and labour intensive, industries where the 
minimum efficient scale appears to be large and small and industries which 
have varying degrees of natural economic advantage in Canada. 


For each industry or group of products the intention was to develop com- 
parable measures of imports, exports, production and domestic disappearance. 
The basic data have been developed from value series; supplementary analysis 
was made of data on a volume basis. 


In the value series, output has been measured as the gross value of produc- 
tion of the industry or group of products. In some cases the industry, as defined 
by the Dominion Bureau of Statistics (D.B.S.), produces a rather heter- 
ogeneous group of products; in a number of these instances the industry 
was redefined for purpose of this inquiry to include the total production 
of more homogeneous product groups. In measuring imports and exports, 
the main task has been to identify those import and export groups which are 
comparable to the output measure. For each industry the imports include. 
products which are produced by the secondary industry in Canada and those 
which, if produced in Canada, would be assigned to that secondary industry 
though the items may not now be part of Canada’s output. In addition the 
imports include components or parts for the industry. Imports of materials 
which would not be identified in the standard commodity classification as 
the output of the secondary industry with which we are concerned have been 
excluded. For example, in measuring the imports of electrical apparatus we 
would include electric motors and parts but would not include coal or steel 
which was used by the electrical apparatus and supplies industry. 


Estimates of domestic disappearance (sometimes called the apparent Cana- 
dian consumption) obtained by adding imports and subtracting exports from 
the output of the industry have their limitations as do measures of the import 
share obtained as a ratio of imports to domestic disappearance. First, the 
gross value of production includes the value of the imported components and 
thus leads to an element of double-counting. In general, it is not possible 
to eliminate this double-counting because the Canadian import statistics very 
often do not distinguish between imports of finished goods and parts. This 


7There are very difficult problems in interpreting the relationship between import shares and 
changes in commercial policy. First, it is not easy to obtain unambiguous measures of 
import shares. More important, the import shares can change for many reasons other than 
changes in commercial policy. 
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double-counting will tend to understate the import share of the Canadian 
market. Second, the imports are valued f.o.b. point of origin whereas the 
gross value of production is measured at producers’ prices in Canada. To 
place imports on a comparable basis of valuation it would be necessary to 
add transportation and distribution costs and import duties to the recorded 
value of imports. For most classes of imports it is not readily possible to make 
these adjustments with any precision. Neglect of this adjustment also tends 
to understate the import share of the Canadian market. Third, the indices 
which are used in this study to measure changes in the import share of the 
Canadian market are necessarily at some considerable level of aggregation. 
The aggregation tends to hide some features of change in the position of 
imports relative to Canadian production. The industry with which we are 
concerned may produce Products A, B, C and D. Quite some time ago, 
Product A may have been developed in roughly its present form. In the 
early stages of development the import share of the Canadian market may 
have been very high. In the ordinary course of Canadian economic develop- 
ment it may now be much lower. Product D may be a recent development 
in which the import share of the Canadian market is extremely high though 
the long-run prospects are for some decline. For the whole industry, defined 
to include Products A through D, it might appear as if there has been no net 
change in the import share of the Canadian market. One would clearly miss 
a considerable part of the change in import-production relationships if the 
study was limited to the aggregates. 


A crude indicator of the comparative growth of imports of manufactured 
goods and the growth of manufacturing activity in Canada is provided in 
Table 13. Data are set down on imports of manufactured goods according 
to the Brussels degree of manufacture classification, and these are compared 
with the gross value of Canadian manufacturing, the national income originat- 
ing in Canadian manufacturing, and with the gross value of Canadian manu- 
facturing less exports of manufactured products. These data show that imports 
of manufactured goods have been noticeably higher in relationship to the 
production or domestic sale of Canadian manufactured output in recent years 
than they were between 1930 and 1950 (except for 1947). However, such 
imports are distinctly lower relative to these general indicators of domestic 
manufacturing activity or domestic sale of Canadian manufactures than they 
were in the late 1920’s, suggesting some significant improvement in the com- 
petitive position of Canadian manufacturing. 


The main results of the detailed study of various industries have been set 
out in Table 14. This table shows the import share of the Canadian market 
and the export share of Canadian production for 27 groups (and for eight 
sub-groups of industrial machinery). 


From these data is there any indication of substantial change in the sharing 
of the Canadian market between domestic and imported sources of supply ? 
Weighted averages of the import shares provide some help in answering this 
question. 
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Weighted Average of the Import Share of the Canadian Market 
Based on 27 Industry Groups, 1929, 1938, 1952 


Using 1929 Using 1952 
Average domestic domestic 
import disappearances disappearances 
share in: as weights as weights 
1929 36.92 35.01 
1938 26.99 27.87 
1952 34.03 34.08 


Comparing 1929 and 1952, the sample of industries indicates a small secular 
decrease in the average import share of the Canadian market. 


While there is little indication of a major change in the long-run average 
sharing of the Canadian market, the sharing has changed considerably through 
the period. In general, the average import share of the Canadian market 
was much lower in the middle and late 1930’s than it was in the late 1920’s; 
through the war and early postwar years (except for 1947) it was substantially 
below that in either the late 1920’s or since 1951. The fluctuations in the 
sharing of the market were associated with changes in commercial policy, 
war conditions and certain features of the postwar transition period (including 
emergency exchange conservation measures). These are explored in Chapter 3 
of this study. What may be suggested here is that rather poor indications of 
long-run trends in sharing of the Canadian market between imports and 
domestic sources of supply are provided by comparisons of present circum- 
stances with either immediate prewar or postwar experience through 1949. 


Table 14 also indicates the rather large and persisting differences in the 
import share of the Canadian market for various goods. Parts A and B of 
the table include those groups or sub-groups in which the import share is 
quite large; machinery and equipment, and consumer durables dominate the 
list (although not all such items fall into Parts A and B of the table). Further, 
with the exception of elevating and conveying machinery; compressors; motor 
vehicles and motor vehicle parts; small electrical appliances; and radio equip- 
ment, the import share of the Canadian market in machinery and equipment 
and consumer durables was either not.much lower, or was actually higher 
in 1952 than it was in 1929. Comparing 1929 and 1952 the import share of 
Canadian textile markets has had a mixed performance; the share has fallen 
sharply and is now at a low level for synthetic and silk textiles, has fallen 
sharply for woollens, and is about the same for cotton textiles. 


The differences among industries in the import shares of the Canadian 
market reflect differences in the cost disadvantages of various Canadian 
industries, in Canadian commercial policy with respect to various products 
and in other market arrangements. These will be explored in Chapter 3, and 
in the study of Canadian commercial policy carried out for the Commission. 
Such an exploration is necessary to an appraisal of Canada’s future import 
requirements as some notion of the future sharing of the Canadian market 
between import and domestic sources of supply is required. 
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Before leaving these data, brief comment should be made on the data on 
export shares found in Table 14. In general, the export share of Canadian 
manufacturing production is small for all groups listed in the table, except 
for farm implements. As a long-run matter, the average export share of 
Canadian production appears to be only slightly higher now than in 1929. 
Finally, paralleling the fall in import shares of the Canadian market in the 
1930’s, there was a significant increase in the average export share of Canadian 
production of the items listed. 


{le main body of our detailed analysis of the import shares of the Canadian 
market and export shares of Canadian production was carried forward only 
to 1952, and in some cases to 1953. This is because incomplete data were 
availible from the census of industry at the time when the investigation was 
carried out. The import situation may have changed markedly in recent years, 
and these recent years may give a better indicator of normal relationships 
between imports and Canadian manufacturing activity. To investigate this 
problem a supplementary but less complete analysis has been made of gross 
shipments by various Canadian manufacturing industries, and of roughly 
comparable groups of imports and exports between 1952 and 1955, and in 
some cases during 1956. These data are summarized in Table 15. Generally 
speaking, they show that small increases have taken place between 1952 and 
1955 in the ratio of imports to the Canadian domestic disappearance of 
various manufactured goods. Similarly, between 1952 and 1955 small decreases 
are generally found in the ratios of exports of various manufactured goods 
to the production of those goods. Taking a weighted average of the import 
shares of the Canadian market for the various groups in this supplementary 
study, using 1952 weights, the average import share for the whole sample is: 
1952: 29:A49; 19535-3117 2 32l954> 313, <andal955,732507 5 Al-similas 
weighted average for the export share of the Canadian production, using 
1952 production as weights shows the average as: 11.55% in 1952; 9.32% 
in 1953 and 8.98% in 1955. These data, together with those presented in the 
table on page 36, suggest that there has been a very slight long-run 
decrease in the import share of the Canadian market for manufactured goods, 
comparing 1955 with 1929. 


Fragmentary evidence suggests that imports of manufactured goods are 
even larger relative to the total Canadian market for such goods during the 
first half of 1956 than they were in 1955. Should this experience since 1952, 
particularly that of 1956, be taken as evidence of a sharp long-run deterioration 
of the competitive position of Canadian manufacturing? We think not. In 
the latter part of 1955 and particularly in 1956 the Canadian economy had 
been overloaded, and the rate of capital inflow exceptionally large. The 
normal short-run reaction to such a situation is a sharp increase in imports 
relative to Canadian production, producing the observations like those found 
in Table 15. These views will be explored more fully in later chapters; they 
are mentioned here only as a caution to interpretations of current Canadian 
experience with imports. 
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VI. Summary 


Looking at Canadian imports during this century, it is our belief that 
there are a number of fairly stable long-run trends. Imports play only a 
slightly smaller role in the Canadian economy now than they did more than 
a quarter of a century ago. Imports of machinery and equipment, consumer 
durables, miscellaneous manufactured consumer goods, and parts and com- 
ponents for the manufacture of such items have for a long time been increasing 
more rapidly than the average of Canadian imports, as have imports of 
chemicals and fuels. The main proximate factor in this growth has been the 
comparatively rapid increase in Canadian consumption of such items. Imports 
of foods, textiles, animal products, alcoholic beverages and tobacco products 
have also, for a long time, been increasing less rapidly than the average of 
Canadian imports. A major factor in the increased proportion of Canada’s 
imports originating in the United States has been this relative change in the 
content of the imports. While there has been considerable variation in the 
import share of the Canadian market for manufactured goods through the 
1930’s, World War II and the early postwar period, after making allowance 
for the abnormally high levels of economic activity in 1955 and in 1956, 
it does appear that the normal import shares are slightly smaller now than 
they were in the late 1920's. 


Table 1 
SELECTED COUNTRIES: EXTERNAL TRADE AND NATIONAL INCOME 


Percentage of national income 


Country 1929 1953 
Imports “Exports “Imports. Exports 
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REVOLT JGR. on ome Maree Res Me Ee erie 2 Rear age —- — 40.4 21.4 


These ratios have been computed from data available in the U.N. Statistical Year Book, 1954, and the U.N. 
Monthly Bulletin of Statistics, September, 1955. 
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Table 5 
CANADA: IMPORTS § IN 


SELECTED SUB-GROUPS AS PERCENT OF TOTAL IMPORTS 
Lee OO evel ot) 


Item 1929 1937 1953 1955 


Part I. Sub-groups which have increased as percentage 
of total imports between the late 1920’s and 1952-53 


Artificial silk and synthetic fibres and manufactures. 0.99 0.50 1.06 1.09 
BOOKS and eprintea Mia (ler wera ae © ete a ere eiekona eae. 2 oe 1.39 £19 1.56 1.56 
Aluminum materials and products... ..8.. 0) s5.ce% .46 81 he .64 
Electrical appakatls-and Supplies ke. 3o.. ine vee sees 2.84 192 4.52 4.81 
Petroleaii:- and PLroducis <tc WG ak: een ero Gees 3.99 Tot S17 fie 
Farin implements:and Machmery 2. oe. eco erase hes 2.45 pee 4.77 3.78 
Machinery, excluding agrictiture s 0%". 3... dau ae ap 3.8) 5.74 9.17 9.46 
Engines; locomotives and: BOUEISe 02 ©... autos Les; TT 2.66 Pe Ys 
WIGCOE WEIICIGS ANG War (Ssaee tans Sere hte ao ee 6.54 6.11 7.38 7.74 
PAPPIANES AuIGe DATES 2 oo sine meen Ancr. ete aae ose, e oe Re 18 4 PES 2.93 
Ketrigeration equipments. were. «ce aorta ee cis 14 27 re 
Scientific and. educational €quipment.. 2. ........... 39 23 .68 tii 
Other, miscellancoustgo0ds 4005.06 ct eee es 5.06 5.89 6.50 6.63 
russ: “medicine MrOdUCIS <tr. ion nee oiyepeees ae ia ose 29 43 oy se 
BIASTICS Sh. She as, See oe ate an oc, aes tame ota Ape eee ee al 24 .02 .03 
Other. cheiniicdls . ga. eat tees cat) eer tae ae eee PGS) 2.91 Bold 4.21 


Part I]. Sub-groups which are approximately the same 
proportion of total imports during the late 1920’s and 


1952-53 
Bruits, Tuts anid Vegetd Oles mies sa «seme cae eae 3255 4.41 3.81 - 72406 
PCa. COMCCLAIIG: OMICOL Veet ae, Oe ahs, ohs-.tak> Wet weet take fet a 139 Li 5 1.84 1.86 
W Gol; Taw and: Unmanulactured. oF 1.5 2 we ee ee sie 2.02 .98 74 
Glass DFOGUCISsS Uiee ke et Go nents Gere ae 81 1.06 85 .94 
Clay OFOGUCIS tice moe acs oe eect ane eeeencie eee .94 1etS 93 93 
Other tron and steel-products)..7. +)... ee ee cree oes 5.00 4.67 7.69 7.61 
Paints, proments alle valisnes 6.06 tees eee .48 .62 48 .49 


Part III. Sub-groups which have declined as a percent- 
* age of total imports between the late 1920’s and 1952-53 


Grains and. facinaceous products; . <a0) 4st eon es 2.00 2.20 0.80 0.88 
SUgateatiel UES ProduetSery cs tee cose ae nes dane a IM ie 255 js 1.39 
AICOHOUC DEVETa SES «aro ratte Nei Ace se eee eee 3.59 99 .46 .43 
Oils, vecetaple. Notlood o2 uc ona. ane nee ee .92 19 =e) 48 
Other agricultural products (excl. rubber).......... 227 2.03 es 1.36 
FITS SPs ee Oe ee ee RD Oe Rae ee ee ae 1.14 1.00 48 oe) 
Hides) leather-and  productSan v.46, oa cere oe 1.56 [RS 59 aa) 
Otheranunalproducts e% 8 ek Aeon eee eee eee 20 1.36 94 LZ 
Rawr cOeron eres 2k h0n sia se erate oo eee eS Zab DSS 1.30 =) ae 
Manulaciured.cottonmprodiscts 00.0449 ee ee eee A 2.60 2.46 2.06 1.83 
Silk; waweand manvlactured. ws ard eee eee IPRS: 99 5 15 
WOoOLMan UT actUTeS Gun oe gabe ee sec eee ee Sek Zao 1.66 Tf 
Flaxibhenipe jute and manutactures va, 2:02 sae. 1.18 1:29 50 50 
Othemtextilesproducts 32 a5 Mel. . Bee ee eae 229 OAV ja 1.19 
Wooo mnmanilactured : er s.2. 4 hole ere 127 81 .70 88 
WooGinanutactured . 25.6 kul co ated chen Se 1:63 62 new: 60 
Bape Oh eaten sce See tar ko ache bra ee ete ence ists 99 89 1.11 
Rubber and: products 2th. asset een nie eae 1a 2.40 Fes 1.59 
Other non-ferrous metals (excl. electrical apparatus). 4.15 3.89 3.79 3.64 
(Oar Anite DIOUUCtS..-c.. 5. NP ancde wis ce ae eee 4.90 5.24 3.50 2.62 
Otheenon-metalliic mineraiss 23 2.4%. ot Set ee LG? 248 1.58 1.67 
Primaryaron and steela gy 5 eerie Mee ee se cal 5:65 6.06 32a eS 
Jarno l isi: age ee a a ore CR ge Boke Phra Rr 35 42 2 pa 


Source: See Appendix D, Table 1. 
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Table 6 


VALUE OF MERCHANDISE IMPORTS: PERCENTAGE FROM U.K., 
U.S. AND OTHER AREAS, SELECTED YEARS 


(percentage) 
Year From U.K. From U.S. From other areas 
1900 (fiscal). ‘ Rakin See 2556 SRY 13.2 
LSiZ (iscalyae s. v.u des 22.4 63.4 14.2 
SPA en”, Sea 15.0 68.8 Lor 
(SE UE See, ee ont Sie 20:7, 
FOB fe ear oe ak, 18.2 60.6 22 
dR MG ea Alea Sy ae ce 7.4 Ont ee, 
OA x ie WE oc Be ea T04, 18.2 
TODOS. Co tN MRS Ss SE 1247 67.1 20.2 
LOSS ON Aes wes cco 10.3 (Ee) 16.2 
LOS Ane ao tomers nee scapes 9.6 (PRS) 18.1 
as et Pe ee ra) 33 L322 


SouRCE: Computed from Trade of Canada, calendar years, various issues. 
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Table 7 


MERCHANDISE IMPORTS: DETAILED GEOGRAPHICAL SOURCES, 
SELECTED YEARS 


(percentage of total imports) 


Country or area 1929 1937 1950 1953 1955 
United: Kingdom. over a ac) votes Sete or ee ees 15.0 18.2 127 10.3 8.5 
United States sic. wae ee oes Ge Oe eee ee Me 68.8 60.6 67.1 733 73.2 
Europe; excluding Were orcs Ponce 7.4 57 3.3 4.0 4.3 
Belgiuniand Luxe DOUrginssrcely wate oo otek 1.0 1.0 oh Bf 6 
PEATE oye ere Poe eT en fad tctot a eens 1.9 8 5 oO oe 
NAL aie. ee eee an Sree ors ee Skee 4 4 3 a 4 
Neineraniser ett ete ete are eee ees 8 4 3 a 4 
SWitzerand eon e sea es Shc uaa. Ge 6 4 5 a 4 
GeliNany oy cea ee ee a ee a ee Diy | ie é 8 ie 
OUDEr Bile od eran a ere aes ok che ise 3.4 IZ 0.7 0.7 a 
North America, excluding U.S.............. 1.9 ZA 4.0 a ele 
British: West didiess 2 i" 6s hes sacdacesne alts | 15 1.4 S) 8 
(01 Fe PR ane eR CM Ran dewnyet eas A ye as) 1 ] 3 wv: 
Other So 20 oat cence cna ew den, Pees 0.5 0.5 Ze 1.3 1.7 
SOU AITICLICN < palosit ea eres os nk Sees 2.3 aif 5. 5.8 aM 
Benish: Crulatiaw. se ccr arate. 6x ek ie serene. ‘Ss 4 7 4 4 
Argentina. cindswa meee tae fe bad oh eos See 8 ee By: .09 
tn) CVA PO SQrae Daas Pers tie Pest ag, PRGA SC yAg 2 ear 1 | 29 8 at 
Columbia. ‘4 An aenooretyees 5 oo acs Seees 5 6 4 oD ‘5 
POP rie eae ee tere acne Vie ean ee 6 6 A a — 
Wenezuela s,s siteiedesbitely soteark brie ceee — “3 pag Se: 4.0 
OCEANA As oe ote ees nites ties be] 2.8 1.8 1.0 9 
AUStiahia ts De Pitter tree ac sek 1 chests 3 [yee 1.0 Pe) 6 
INGWrZ Galland Aah tees tess cea ae ena M2 9 4 2 3 
Fajita Re ee ce eh tens aaie ee eur er artes 6) 3 3 me a 
PASTA lo sada. o's tore) 7 Fae oe eer aoe ete: eepe teas ote! saa tnh pete Hels 2.6 5.6 4.6 2.6 1.8 
India,:Pakistan: BULINAS- = +s ./o 3. ee eels iH 12 12 6 8 
GeVIDE Fk Lor etmainios sie Ha eee eee 2 8 6 3 a 
Malaya dad Sinetporee tt Mos. tow ce if 2.0 9 a5 6 
COMM ANG PUN ATE sa cutee tni en eh ite vs 6 te —— .O7 
JAPON GS ag ee eect a ee ee se oe 0 | 4 a 8 
A Fray toe tase ue aieeecereee i eetendrcste ota s Fons extinets aS 19 i et aa 
GOs COASt arene ns cit eh Soe eee Ai A 3 cf .08 
British cast A trica atoms cick <5 Ss anne 1 4 oe 2 a) 
British South A (rica ys es se et eee Ai 1.0 es 4 me 
Others windiomatele tacciad wae as Belacee eee .O 0.4 0.1 0.2 .03 


Note: — = less than 0.1%. 
SourCE: Computed from Trade of Canada, calendar years, various issues. 


THE STRUCTURE OF CANADIAN IMPORTS 


Cr6G 
€°S8 
v'S8 
8°cS 
OGL 
C68 


€°06 


T'0s 


£99 


CLV 


Sf 


W10Ay SSBTD 


8 e481 


$8 
VL 
L'8 
8° 
8°Cl 
OL 


aS 


O'Sc 


tac. 


GS 


>A 


SJAOdUAI 1010] 
fo % sv sspjj +waoayz ssepo 0 % sv ssvjy 
jo a3e UBdI9g S81IQUNOD [TY Joosse]UV0I9g SttyUNOD |TV Joe 


scél 


8°66 
cert 
gs 
OVI 
v8 
O'Ve 


vy 


0'8 
(ae 


OCI 


COIL 
18°€8 
SL°98 
¢L'98 
98°L9 
OrV'98 


£9: 16 


o9'9P 
08°C9 


L8°0V 


oil 


9S OL 00°001 
Lo8 ves 
Lek ts'V 
IL'v 66 91 
OL vl SCL 
8V Ol GSS 
LEGS oe 
V9°6C 9701 
Oc TT OS'¢ 
Oe'S c6CI 
Xf 


SJAOdUI 1010] 


€S-6P61 


EUS19 
6V IL 
69°C9 
80 9L 
vS'L9 
9C'C8 


6118 


PiLSt 
Iv'sv 


L6.Te 


owe ae 


WIOAy SSBID 


cli 00°00T 
coor 679 
18°61 0c'S 
6r 01 ts cl 
8I'st els 
v0'v! OS '€¢ 
co ll EP 
9S bP cc vl 
L991 cO'V 
LCEN 19°81 
DBE 


SJAOdUA1 1010] 


6€-SE6l 


34 


‘ppouny fo appa], JO Sy1Odas Jesk Jepusyes wloIZ poyepnospey -dOANOS 


€0°L9 
OO'TL 
O1L9 
LE'08 
99°18 
LE 06 


Te°S8 


Of 8E 
code 


6t PP 


Sa 


fo % so sspjj wWaoay sseyo 
8e1UI0IIG SILIZUNOD [[Y JO Is" UVOI0g S9t17UNOd [FV 


L8 SI 
6c SI 
10 v1 
Ly 
L16 
v9 


6C°8 


Ose 
976 


86 OC 


XA 


SJAOdUA 1010} 
fo % sp ssvojD 


62-9261 


66-6761 OL 62-9741 “SN ANY ‘WN WOY 
SIYOAWI ASIGNVHDYAW JO SASSV1D SNORIVA JO JNA TWLOL HL JO JOVINIDYId ‘VAVNVD 


00°00T 
69'S 
LOE 
Ic vl 
68'S 
OS PC 


OLY 


y9'9T 
Iss 


8L'6l 


"+ * $yTOdul [%10 

Sigtias Teams SNOOSUR][SOSTI 
Ree aoe oe sjeorwayO 
STRIOUTLU STT[BIOWU-UON, 
* * STeJOUU SNOTIOJ-UON 


te ee eT DOI 
901s puke UOoI] 


hae SOR DOA 
pooM puke PooM 


** * SaIyxo} puv SOIQI] 


eoevecevee * syonpoid 
jewuiue pue [eUIUYy 


syonpold a[qejasoA 
pure sinqnssVy 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


Bi L0 0O'l Ic 8's Ov 0001 
$60 90°0 L0'0 Sc 0 IS'0 9¢°¢ 66 01 
S¢'0 O10 O10 c0'0 ISO 60'P 90°¢ 
I it 0) =, SSG 09°€C LOC cO'ST 
6L'I SOC £0°0 VIO 6 7 99°¢ [¢€’8 
OL'O cO'0 $00 c0'0 VIO Ue So ve 
IS’O SIO v0'0 60°0 970 Ivy Loy 
89'°P 8r'l BG e OL'T vS'C 689 €8°8 
8V'T Sv'0 LO'V ae) pee cE Ol LO.C 
ae GI i SiS C8'V Sit l COE 1G. SETI 
DISp DIY DIUDIIQ—° SQ DIMeUp ‘yp 

‘joxa —-yynosy yoxa  SiWoduar 

DIMOU adoing [e41OF Fo 

AON asejuUI0 

-130d. 
dnoaz 94) JO sqaoduat se 
[®10] JO ase Ud010d se vauR wWUOay sy1cduuy dnoasy 
CS6L 
6 FAL 


Ses 


DIS Pp 


BIT 


ITO 
69°] 
Is} 


DIAL 


60°C 


DIUDIIC) 


61 
Or'0 


v6'8 


S278) 
"JOXa 
DILIAUL py 


YON) 


‘wpoun) fo apo] Ul Byep AvaK Jepuaed Woy peindwioy :sounos 


KG 


t0°0 


06,9 


DILAAWU 
yjnos 


VL 
OL'OI 
SiS! 
Oe's 
9TS 
£3 
OS's 


aaa 


80°8 


98°L 


Be) 
‘jaxa 


adoany 


dno1s yors jo syzoduart 
[8101 Jo ose UuI0I10d se voir wa0ay sqacdury 


6¢6L 


(a8D]Uad410d p) 


0001 


8L'S 
60° 
Ie vl 
669 
LS IC 
v8 


lest 
6e'S 


to LI 


squoduar 
[#107 jo 
3881U900 


-10d 
sv 


dnoasy 


SiN GNV YN NVHL YFHLO SvaeV WOU SLYOdWI ‘VQVNV)D 


SOE POS RAO 


"sjonpoid snoouryjoost pj 


His Sols o 28S Ae aaa 
" * S[RIOUTUT O1f[PJOUI-UON 
"** " $TRIOU SNOLIOJ-UON 
*sjonpo.d J90}s puke uol] 


te: Ween eo) ee oa * syonpoid 
POOM pue POO 


SOK] pue Sagi 


ele (6 wee ene Bs *sjonpoid 
Jelulue pue yeuuy 


*sjonpoid a1qej1asoA 
pure jeinynousy 


oy 


THE STRUCTURE. OF CANADIAN IMPORTS 


SOP 
0'6LY 
9°68P 


t Loo 


6 9S7 


L'18v 


S°6tL 
eed 
vyby 
C 18C 
9°C8V 
v'6St 


6¢2-826L 
jo %w se 
cc-€S6L 


OT FFL 


O98I‘se o'sel’o 
0°670°8 0'°9L9‘T 
OUIC RI OCCLE 
O'8SV QSL 
O'EL8‘E ¢°LV8 
O'PLO'T CS OLPV 

€ 196 OO¢T 
SO0R Ie G16 ¢ 
9'IL9 Tist 

9 EPs Pv SsS9 
Cle | 9 9C 

8 POI Pp L906 
(SUOLpJIU JUIAAND GF) 
Sc-€S6L 66-8261 
QSBIDABR BERIDAL 
yenauy yenuuy 


So Eee ee 6 eee + sieyjop quod 
-Ind UT UOTIONpoId [euOTJeU SsOIH 
Sree eae ee +55: epeuRd 
Ul ‘pUl SULINJORjnueUT GAN 
BA Gotasn. kets Kae eee PE es “> ppeue) 
UI ‘pul SuTMovjnuew GAH 


*sjonpoid wmoayjo1ed pouyos Jo 
sjiodut snjd epeueyg ul Aqjsnp 
-ul Suluyor umnespoied — qAD (q) 
oeceeecee se ee ee ee oo asvoi3 mice) 
‘ses uo oInyIpusdxo [eUOSsIOg (¥) 


Sore ee Cs sounjoniys 
UI JUDLUYSAAUT oyeATId pue dITQNd 
Rony sheen Qouajop — SOdIAJOsS pue 
SpoOOS UO SsamnjIpusdx9 JUSWUIBAOD) 
sire (eile) isi si simiaee elie” ‘oiiel su oiterislkatie, (nlmge quourdinba 
pue Arouryoewu MoU UO sINyIpuUsd 
-XO JUSUTISOAUT OVBALId pue dI[qndg 
"++ *sg0rd sssonpold 7e ‘soine 

Mou jo Ajddns ssois juoredde (q) 
ee posn pue Mou ‘soyIqoul 

-oyne UO dsINjIPUddxs JeUOSIOg (¥) 


***$poos UO aINnjIpUusdxX9 |BUOSIIg 
Dac ngs uae olpes pue soouvrjdde 
‘QInUINI UO sINypuddxe [eUOSIOd 
SID let SSUTYSIUIN [eUOSIod pue 
SUIyJO[D UO sINjIpuedxs [eUuOsIag 
ores et)? **Q908Q0} PUL SOSRIOADG 
oyoyooye UO sinyIpuedxe [euOsied 
eceer ree ewe ee ee ww SOOTAIOS suIpny{o 
-UI ‘pooj UO sinypUusdxs [eUOSIag 


Wwdy] 


SOIPIATIQOR URIPeUR’) PoTEpPyY 


aS 
vl 
a | 


a 


Sie cam ste lin, OS 


6 St 
CICOE 


8°188 
O'SSV 


CATS 
9'r8 I 
CSE 


0'019'F 


O'L19 


eve 
8°9S1 


L’S88 
8°S6l 
8°68 
VEC 
66-8661 


jo % se 
cc-€c6l 


OOLE"b O'EET I 
L’vOS OLIT 
9PLI 8 6l 
SOS beat 
6'8St COL 
8°CCl 6-99 
O'19¢ OSL 
cool Oe 
1796 3 Ls) 
Sie t°L6 
VSve OSE 
L’6vl 691 
VOLY © Ve 
OSC S°8C 
Cc 18V €° SOC 
(SUOTJIUL JUIAANI FY) 
CS-ES6L  6e-8c6L 
ISBIBAB  DBBAGAV 
jenuuy jenuuy 


"* *sqOduul asIPUBYOIOLU [P10 
Fre wee te ea, Ce s[eLoyeu elt) 
-SNPUI poUSIsseuN SNOOQUPT[ISTIA 


5 eon cg aes (o1seq po}do 9s) S[eOTWUSY) 
a nalieiiolees sells Mel «tei setomelvowelie SUIO} jeroods 


JUDUTISSAUT SNOSUL][IOSILU Pue Soin} 
-ON.S Ul JUOWYSOAUT JOJ Slee 


SR ita Onl oc SOUISUd PUP IJRIONY 


meee squguidinbs pue ArsuTyoR | 


oy ae conan syed pue syonij ‘sony 
ei sine (6) (ey. 67 eee. 0170, 0) ee. oe Lenny spoos JouNs 
-U0D PodINJOVJNULL SNODUPTJIOSTI| 
a il dinbo A, pue opel ploy 
-asnoy puev sooueidde ‘oinyuin4 
Se S]BIIO}BU Po}e[a1 PUB S2TT 
-x9} ‘Ssurlysiuiny [euossod “SUuIYyIOT[D 


oS Sa Oe O00RGO} PUL SosP.IDADY 


dnoiy 


sqicdut JO UGIVNGLIASIp FeuUcTyoUuN 
I. . {! : 


SAILIALLDV NVIGVNVD G3LV13a JO SYOLVDIGNI JWOS GNV SLYOdWI 4O NOILVDISISSVID IWNOILINNA V 


cel 


lag) 
on 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


Table 11 


SUMMARY OF IMPORTS OF INDUSTRIAL MATERIALS, 
SELECTED YEARS 


($ millions unless otherwise specified ) 


Imports of Total Imports of 
materials imports materials as 
Imports of — assigned to of Total % of total 
‘unassigned’ specific industrial merchandise merchandise 
Year materials uses materials imports imports 
(J) (2) (3) (4) (5) 
1928 155.0 FLEES 388.2 LA9S.5 32.9 
1929 179.0 234.7 413.7 1,270.5 32.6 
1937 145.3 154.0 299.3 808.9 37.0 
1938 93.1 115.0 208.7 677.5 30.8 
1950 384.6 Doze Dsi25 3,174.3 Do Be 
1952 S273 544.8 107241 4,031.0 26.6 
1953 507.9 564.2 Ty) Zea 4,383.0 24.5 
1954 457.7 PA Wee 978.9 4,093.2 23:9 
1955 548.0 612.5 1,160.5 ee ee 24.6 


Source: Column (1): Appendix Table 5 to this study. 
Column (2): Includes vegetable oils, sugar for refining, materials for textiles, drugs and pharmaceuticals, 
materials for structures, unmanufactured tobacco, furs, hides and skins. Leather and veneers. The data 
have been gathered from the worksheets underlying Appendix D, Table V. 


Table 12 
CANADA: IMPORTS CLASSIFIED BY DEGREE OF MANUFACTURE 


(percentage of total imports ) 


Partially Fully or chiefly 
Year Raw materials manufactured manufactured 
Fiscal year 
1899 24.9 10.6 64.5 
1913 21.8 9.3 68.9 
1926 25.6 10.2 64.2 
1927 25.6 9.6 64.8 
1928 22.9 8.0 69.1 
1929 234 Tay 69.2 
1935 29.4 10.8 59.8 
1936 29.0 9.8 61.2 
1937 27.8 9:2 63.0 
1938 — — -— 
Calendar Year 
1947 23.9 . 6.2 69.9 
1948 PR 7,4 64.7 
1949 25.0 iy: 67.8 
1951 24.6 40S) 67.9 
1953 18.5 5.0 76.5 
1954 19.4 5.0 7.03 
1955 = — — 


SourcE: Trade of Canada, various years. 


THE STRUCTURE OF CANADIAN IMPORTS 


35 


‘ppouvy fo apoi fy, WOOL} poyeultjss ‘pomnjoejnueus 

Ayeryo puv Aljny pue poinjovjnuew Ajjensed yjOq sopnjoul spoos poinjovjnuvul Jo syioduil Sainjipuadxy puv awoouy ‘sjunooap JoUuoNvON “S' gq’ WOI} SUNeCUISIIO SUIODUL JeUOTIEU 
‘(@N][eA SSOIS JO Nol] UI posn useq DALY SJUSUICIYS ,SioINJORJNULU ‘ECG] pu ZC] IOJ) ‘vpoUYD So Salajsnpuy Zulanjovfnun “Ss g°qd WoOIJ ZulINJOVJNUeUI ULIPeULD JO ON]RA SSOIN :sOUNOS 
“OS6I “SS6I ‘apo4L Usios0g fo Maiday “Sada 
“SS6I “Ioquisceq ‘salojuaauy puv sjuawdiys “Ss g°ds 


Via 9°61 q9 brs'¢ q6 POr'9T LS6‘S 29 85S 61 Ss6l 
Sc v'6l vy 1OE‘€ ql 169°rI 97'S 20 OIS LI vsol 
6°€7 C'0¢ 9 TES “€ USsLvl 769°S 6 ILS‘LI esol 
8°CC 8°81 VyLr‘e Vvl6el 96€°S 7'S18‘9T cS6l 
9°CC 8°81 8°8L0°€ p'seo‘el Si ais T'U6E OT IS6l 
0c 89 OE OILS ‘TT ILv'y SLI8‘€l OS6l 
861 99) LALOZ ; 8°LSVOl 7h6'€ 9'6LYTI 6r6l 
8°6l 0'9T 8°006'T 9°€19°6 vege 8°9L8TI 861 
oC v'6l L'6S6'I 9°0S6‘L OLEE 0'180°0OI Lv6l 
€CC SLi L'60v'I 6'97E'S 78L‘7 L°S€0'8 9r6l 
9°6I Lat TOSS GEIS volt O'SLY‘E 6t6l 
L6l 6ST OES 79767 680°T C°S79'€ Le6l 
V6! gST Cc LOL £98 ‘I 6SS 'ys6'l tcol 
S'0¢ L’v¢ 0'096 SCPE SLUT p'eese 6c6l 
spoos SULINJoEJNULUL spoos (suolyprur ¢) (suoryrur ¢) (suoTj[ru ¢) 
pounjyorjnueur uevipeue’) jo GA) poinqorynuru spoos sulinjorynueu uo onpoid 
jo sj10dxa sso] jo % se spoos jo peinjovjnuewm jo ur Suneuisw0 sulLinjoryjnueu 
sulrnyorjynurul poanqyorjnueu sjiodumy] sj1cdxo snurut aulooUur ueviIpeue’) jo 1IBI) 
uvripeue’) Jo qAD jo sqacdumy uoronpoid jeuoney anyBa sso1sy 
jo % se spoos sulInjovynurU 
poinjoryjnueu uerpeur’) jo 
jo squoduy @N]BA SsoIs) 
(9) (S) (¥) (€) () (1) 


NOILWAdWOD LYOdWI ONIONVHD 4O SYOLVDIGNI 1WeANAO *VGVNVD 
€l PMeL 


ROYAL.COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


v/u 


ES61 


Sil 
b/u 
L9 
Vol 
8'°V 
Lean 
Lice. 
mess 
9°9 
v/u 
b/u 
v/U 


v0 
cL 
6'1 
tv 
cLt 
£0 
e/u 
e/U 
O'vI 


CS61 


c's 
B/u 
SaaS 
Cv 
VC 
SL 
09 
EES 
| a 
v/uU 
b/u 
e/U 


KG 
CL 
8'T 
Be 
eis 
TO 
e/U 
B/u 
6 Ol 


OS61 


a 
v/u 
L9 
Cot 
oe 
16 
8c 
Ses 
6'£ 
e/u 
e/U 
v/u 


6'€ 
VL 
VIC 
Ave 
6] 
v0 
e/U 
v/u 
6'VI 


LE61 


Pr 91GB 


/ 


t/u 
v/u 
CL 

CSC 
891 
a 2 
£Ol 
“ 6 


OL 
9 
67¢ 
0'l 
e/u 
e/U 
v9 


6c61 


uoronpoad UBIPeUe’) jo % Sse sq10dxy 


C 6C I'Sc 
8°SC 6'0¢ 
GOV top 
Bett €°8 

ite Le 
a Cun 
ig 00S 
=< eee) 
18¢ 0'8¢ 
an G3e 
a VOL 
tie uct 


= Pid 
OS¢ CSC 
Lt O'ee 
ee 9°8E 
oe $06 
=. 6°L6 
xz V'8L 
a vl 
** c 8S 


ES6T CS6L 


souBiRvoddesip o1SsauL0p jo % se s}.10d wy 


DLC 
sm 
0'8¢ 
kay 
cof 
8°69 
£67 
L'69 
Vee 
6 9P 
9°98 
ES 


6'VI 
VSc 
CLI 
L‘0€ 
96 
8°86 
OLC 
iyo 
9°VS 


OS6I 


Cul 
¢'8 

18P 
Ect 
ese 
1°99 
8°SC 
O'S 
Vice 
OSE 
8°b8 
ELC 


9°ST 
8°9T 
SLI 
O9¢ 
L’6S 
[LS 
0°69 
195 


LE6I 


8°Or 
Ole 
Se 
Lc 
t Ly 
€ $8 
O'tY 
8°S9 
babe 
ULV 
9 iL 
v'8P 


VIT 
€'0¢ 
CLC 
Clr 
€18 
C8S 
8°8¢ 
Tete 
(oa 


6261 


ae: sess *quaguidinbs s1u01}99]9 puv oipey 
Gace tyecet Ores MO Ov Seta soouvtdde [eoLoafa [Jeus 
S jas (a\ © sibelye; eile .¢ je' (07s) (e)@lele)\'o el lanl syed JJOTYdA IOIOW 
. *** “ S9fDIYDA IOJOPI 
(6 (0) 6) ©1106) 6 (9 ele. 6) 6) 0 6 6 6 AJOUTYOeUL 3jqeinp “OSTIAT 
Esra cae obs quswidinbs syjUSIDs pue [eUOISsajoig 
CY Arouryoeur sO 
oe eee i ees ieee pee 
eres Pome AAvoH 
oe evs eeee ¢ wi e,0R 0) 4) 04, . eo weer * s1ossoidurod 
* AIOUTYOVUL SULYIOM-[P}OJI 
Terese ess Ayouryoeur SUIASAUOS pue SUTPAITA 

AJOUIYOW [eISNPUT Pd}d9]9¢ 


— 


Nawtunoraac 


poulpsep sey yng ‘as1e] yoyIeUT oY} Jo s1eYs yAOdWYT “g 


Freee eee esses sees sggraxa] 1091109 
2 rae Eas sjeornsoeuseyd pue [eurlsIpsyy 

: "++ + sg0uel[dde [voroojo o81e'] 
ape sass *s[oo} sorueysoul pue siajuodiey 
** *jyuourdinbo [jam [IO pue SuIUTy 
eee ‘+ Ayouryoeur Surysiqnd pue sunuig 
poe supe EQOM pur [[TuIMes “suIss0T_T 
** AJOUTYORUT UOTIONIYSUOD 
SO On DOr Goions GO Oo * AJUTYORUT jeLnsnpul [R10 L 


SYVSA G3LDIISS ‘NOILDNGOYd NVIGVNVD 4O 
JYVHS LYOdXd GNV LUWYVW NVIGVNVD SHL JO SYVHS LYOdWI JHL ?SLONGOUd YO SIIMLSNGNI! G3LD314S 


POSBdIOUT IO BIQRIS puv 931] JOY.AVU OY) Jo dIeYS FOdWY “Vy 


THE STRUCTURE OF CANADIAN IMPORTS 


gt 
ce 


a0) 
6°C 


ES6T 


uoronpoid uvipeue’y) jo % sev syz0odxy souvavoddesip o1seuro0p jo % se sqrodury 


(p.juod pT ATAVL) 


€0 
G9 


ag 
07 
ee 
80 
OT 


CS61 


v0 
PS 


OS6T 


8] 
OVC 


‘38 
v9 
9'V 
CA 
8 


LE6I 


81 Ws CVI 
OC GC G6 
EO =e. v's 
= a C8 
ae : me 8°el 
3 we 8°81 


g°0 Lal 8°6l 


Gre 6'L SL 

IG oe VIv 
Bee oa c6l 
ey - VET 
(om! mg: L Ot 


L'0 (RNY tSv 


6c61 ES6T CS61 


691 
89 
9'vI 
60 
es 
09T 


el 
6S 


8°VC 
6 VI 
UAE 
OLI 


0'8¢ 


OS61 


691 
0°6 
EC 
Coy 
68 
SIT 


LE61 


681 
Tvl 
GE 

CCC 
9°SI 
v6l 


a} 
(a 


a4 
0°99 
81s 
SEC 
vty 


6c61 


37 


ei teeth tie ‘+++ + *signbory pue soysiusea ‘syuled 

earn snyeredde [edi1}59[9 SNOSURT[IOSTIAY 

sens oe CEES 6 oe) peorel pue dATJOWIOSO'T 

eee eS SoINjXY pue sINWUINJ 910}S puv SDIJO 

icenatarr ates sduind pue siosueyoxo yeoy ‘sIspiog = Z'[ 

REN ti tee Soe cosa "+ +++ Kyguryoew soded pue ding I'T 
AIOUTYORIY [VLSNPUT PI}d9T9g BE 


ant 


paseaisap 10 }URISUOS 
poureol sey pur [jews useq sey oreys y1odwy “qd 


ah ah ee ar eee ge ace SOLU DU ESOL OA OIG Fi 
eooceoe reese eee soe oe ee oe soinjoejnueul Jaqqny af 


pasevaioul sey } nq |[eUIs useq sey sIeYs JIodWy] “D 


Peete te eee eee esse sess + gigurequoo aqeing nal 
“++ ++ ssomnyoRINUBL YYIS pue SOTIIX9} ONAYIUAS yl 
SFO CHOSE OOK 5 OD Gar +++ + §9119X9} UdTTOOM “Cy 
aot me Re SS es ee + 2.9hs MSOTNIORIMUCLLE LUNOlOLIg WE 
rete eee eeeeeeeeeee ss sgyonpord pur sse[D a 
(ponuiuos) 


poulpoop sey yng ‘osiey] JoyTeW oY} JO s1eYs J1Odwy “g 


SYVSA GILD31SS ‘NOILDNGOdd NVIGVNVD 4O 
JUVHS LYOdX3 GNV LSYYVW NVIGVNVD SHL JO SYVHS LYHOdWI SHL *SLONGOUd YO SAIWLSNGNI G3L9313$° 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


“SSO ‘JequIe.eG ‘saluisnpuy Bulanjovfnuv ul SdapACQ puDv Sjuaudlyy ‘satdojuaau] :°S'g'C WOIJ Udy} 919M IEP sJUdUIdIYS oY] “solIos UOTONpoid ey} 01 


a[qeieduios A[YySnol (vpvunD fo aposy, U1) ejep j10dxe pue yiodu poysiqnd 9} Jo sdnoJs-qns puv ‘solijsnpur 9y} Aq sjuswdrys ssois JO UOTe]IdUIOD UO paseq 2I¥ SOTIVI BSOY LL :AOUNOS 


868 


cry 
00°T 
O0e'C 
ve Ol 
88°9 
0’ 
P8'9T 
81°6 
6¢'°S 
68°0 
TOTO 
$70 
et 
90°S 1 
tet 
LS‘¢ 
vO'l 


SS6I 


$3 cL'6 
c8°S 60°9 
88°0 Dee 
tot voll 
OL’ Lee 
cy'9 ec’s 
Ae | L69 
Le Tl 16°81 
cscl = 6LCI 
a OG ots 
68°1 ssl 
[Syo 6c tr 
L70 cc 0 
y9°0 Ol’ 
6v9l =v tl 
St? 80°C 
gcve vV'C 
8L°0 L60 

(aspjuad4ad ) 
PS6T ES6T 


gstl 


6L'S 
861 
voc! 
Ts°9 
OLS 
sO'cl 
LOLI 
98°SI 
6C'L 
16°C 
VCS 
ve0 
soe 
8°6 
OL'T 
$69 
vs" 


CS6I 


qoy1vUl ULIpeUR’) 9Yy} JO 
a1eys 110dx9 Jo xapuy 


ST 71981 


OSCE 


c9'6l 
VS'6C 
$6°9¢ 
ev'ce 
CC LY 
99-11 
Ses 
L8OL 
cULt 
oC! 
6C'6L 
08° 

60° LC 
6VLI 
00°L 

8e'6 

I6-L 


SS6l 


SEL SSS A it 9 
861C scoc 
80°0E 89°6f 
SULC: {L6¢ 
680 08d 
Sv.7y AL EY 
ovor vo;ltl 
COEE. VESE 
c619 8970 €9 
OSL SOS 
Ivct 868 tl 
LGil.. ~Ceso 
09°P 16'€ 
vysc =: OV OE 
I6LI = 87 81 
08°9 TOL 
60°8 Lv’8 
ces 00'V 
(a80juaI4ad) 
PS6I ES6T 


vv'6C 


JL0G 
I 8t 
LS’SC 
SEiLG 
tVcVv 
ce8 

S6 et 
vO'co 
vvcl 
99°01 
6C°99 
S6C 

OL'9C 
esl 
6r'S 

€9°8 

v6'l 


CS6l 


yoyAVUL ULIpeUL’) 9] JO 
a1eys 10d UII Jo xopuy 


eGG6l Ol CSé6L 
‘SGOOD dayNLIVANNVW JO SLYOdXd GNV SLYOdW!I 4O SYOLVDIGNI G3LD31SS *VAVNVD 


*QINSVOUI OY} JO SJUSUIOUYOI IOJ B[QUI|TEAL OIOM UOTCULIOJUT POTIeJop JOU SddINOSAI JOYION ‘A[UO SIOJSIPUT SB Pasn oq P[NoYs sonnei ssoy Lx 


“ sorvys 
Wodxo JoJ s}yZIaM se uoTONpoid Zc6] pue soreys odut I0F 

SJYSIOM Se sOURIvOddeSIP SI}SOWOP TCG] SUISN “OSVIOAR POJYSIOAA “RT 

5 es sreereeseers ess scuoneledsid [eoynoseuieyd pue [eulsIpsyy “| 
vas ee oo ca eee pioteed ae ee ‘sIOJBIOSIYJOY “OT 
**syred pue soipey “S| 
‘snyeredde [eorjoopa AAvOHR'h[ 
oqo aeaes "[OX9) nay QPOIYSA IOWOW ET 


Ce e ° . oree ee oe 


eseeeeereeeer eee eee eee ese eee eee ee eees 


“S9[STYOA IOIOW “ZI 
BP. UA «ca 5.0) ae ae Reames tem os a! 
een Sans Eee Se See ae se POU LUO UD TOLL FSEtp ele pue S[OO} SUTYOR IA ‘OL 
SHEE 8 8 8 SURE Ee, SONATE ES VERE ae eaey EOI UOE le Soau IST POCLeOLIC) 6 
eeereceees cee eee eooe eee seer see eo ees secs s KTOINI pue s[OO} ‘QIBMPIEH g 
oe eee ere eee ewe reer eeere eee eee resee eee eee syUOWO [CUT [RIN NOISY Pe 
Cee once? tet 0S oa to whee ete e ne ciciae te 6 a SO Eee ‘sess soy *9 
eeeeene oo eee eer eee eere ee Cee ee at acess wists” <2 - SPOOGal)IO > ae 
PPR otc abece ae eee de ee ee ek tebe eee seen sess aguyeaT “p 
sect eeeceeerceecroc ss © sSiOnpold JoyJEI] ‘“OSIUT PU SOOYS pue Ss}]OOg '¢ 
So OE ESE Oe Oe oe 8 £2 SIONDOIT. JOCGIT Jou. DUG, SoGN) Soll, as 
Fie Eo NS EP My te. Deen tennessee eee sees ess rpgmooy JOQqnYy ‘| 
Aysnpuy 


ANALYSIS OF IMPORT TRENDS 
I. Questions and Themes 


(a) The Questions 


Chapters 4 and 5 of this study contain speculations about the prospects 
for Canada’s imports. In contrast, this chapter looks back at the record; our 
interest is in explaining past experience, and thus providing a firmer basis 
for launching into the wild blue yonder. What is there to be explained about 
trends in Canada’s imports? Or perhaps, what kinds of information would 
be helpful to forecasting import prospects? We would want to know why 
Canada’s imports have been so large relative to the national output, and what 
is the basis of the widely differing roles of imports in the Canadian consumption 
of various goods and services. We should explore the comparatively small 
decrease in the size of Canada’s imports relative to national output. The basis 
of the main changes in the composition and geographical source of Canadian 
imports, observed in the preceding chapter, would be relevant information. 
In particular the decrease in the share of Canadian imports originating in 
the United Kingdom and increase in the share from the United States requires 
explanation. We want to know also the extent and basis of long-run changes 
in the competitive position of Canadian manufacturing of various goods 
vis-a-vis foreign sources of supply, and the effects on imports of changes in 
the structure of Canadian demand for goods and services. The problems of 
balance of payments adjustment and, in particular, the role of imports in 
this adjustment must be analyzed. 


In the confines of this study definitive answers cannot be provided to all 
these questions. Indeed, the suggestions and explanations provided here 
should be treated as rough working judgments based on the available evidence. 
The rationale for the chapter is quite simple; it is not possible to speculate 
about import prospects without some understanding of our historical expe- 
rience. 
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(b) Themes or Theses 


Before considering the questions in any detail, it may be a helpful guide 
to have the themes or theses regarding Canada’s import experience set down 
at the outset. A number of such ideas as the following run through the chapter. 

First, the size of Canada’s imports is just one side of a coin marked Canadian 
international specialization and trade. This trade is very largely determined 
by private rather than governmental decisions. The international specialization 
and, thus, the imports are so large mainly because those who make the private 
decisions find that the arrangement pays. 


Second, while in one sense Canada’s international specialization and trade 
is quite large, in another sense it is not. To a very considerable degree, Canada 
is now integrated into the North American economy. Canada’s exports to 
and imports from areas other than the United States are not very much 
larger relative to Canadian production than are those of the United States 
with areas other than North America compared with United States output. 


When considering long-run trends in Canada’s import position, one 1m- 
portant theme of this study is that the experience provided by the late 1920's 
and between 1951 and 1955 is close to a normal peacetime full-employment 
import position for the Canadian economy. To put the point the other way: 
in our judgment, the experience between 1930 and 1950 is not, at least in 
its raw form, a particularly good indicator of the long-run trends. The data 
of these years were greatly influenced by a variety of short-run considerations 
and incidents. Between 1930 and 1939 Canada experienced a severe depression 
and partial recovery; during the same period a sharp increase took place in 
Canadian restrictions on imports, followed by a return to a policy which 
was not very different from that which existed in the late 1920’s. The war 
produced abnormal import relationships. During the early postwar years 
imports were also subject to a number of short-run disturbances due to the 
combination of inflation, quantitative trade restrictions, foreign exchange 
controls, government foreign lending and European reconstruction. A main 
effect of many of these factors was to restrict the demand for or the supply 
of imports below that which would normally be expected. Only in recent 
years has Canada’s import position returned to something like a normal one. 
This is not to say that all the experience between 1930 and 1950 is irrelevant 
to the study of imports. It is highly pertinent to understanding short-run 
effects of various situations and policies. Also, if the short-run elements can 
be separated from the more persisting forces, the experience provides some 
sight on long-run trends. 


It will also be argued that the decrease in the level of imports relative to 
gross national production reflects, in part, a slight improvement in the average 
competitive position of Canadian manufacturing activities vis-a-vis foreign 
sources of supply. Those factors which are usually advanced to explain long-run 
declines of foreign trade, such as the growth in the production of services 
and increases in trade restriction, appear not to have been sufficiently strong 
to explain the Canadian performance. It is true that the consumption of 
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services, which have relatively low import content, have increased in im- 
portance in Canada. But, at the same time, the Canadian consumption of 
goods has shifted toward machinery and equipment and consumer durables 
which have a rather high import content. The net effect on the level of imports 
of changes in the mix of goods and services demanded appears to be small. 
There has been relatively little change in the level of Canadian protection, 
but those long-run changes which have taken place would tend to increase 
imports rather than decrease them. 


Looking at imports in some detail, a small decrease in the import shares of 
the Canadian market for many types of goods has been found; this corresponds 
with the judgment regarding the improvement in the competitive position of 
the Canadian manufacturing noted above. The emphasis should be on small. 
It follows that the explanation of rapid growth in imports of some items and 
very slow growth in imports of other items is primarily to be found in changes 
in the Canadian consumption of the items rather than in major changes in 
the division of the Canadian market, between imports and domestic sources 
of supply. There are such exceptions, as crude petroleum. It will also be argued 
that there have been relatively small changes in the proportion of imports of 
particular classes of goods derived from one geographical source compared 
with another; that is, if the British had a certain share in the Canadian 
imports of electrical machinery 30 years ago, in general they have not a very 
different share today. This indicates that the main proximate explanation of 
the over-all decrease or increase in the share of particular areas in Canadian 
imports lies in the change in the content of those imports rather than in. 
major shifts in the sharing of the Canadian imports of particular types between 
sources of supply. Of course there are qualifications to this proposition, too; 
for example, with respect to cotton textiles. 


While Canada has, on a number of occasions had to undergo long-run 
structural adjustments in her international economic relationships during this 
century, her history is not one of repeated and protracted balance of payments 
difficulties nor of major changes in her long-run terms of trade. This is partly 
because of the development of some favourable export opportunities, and 
partly because of somewhat fortuitous events, such as the special financial 
arrangements during two world wars. But the history is partly due to the 
very powerful ways in which the level of Canadian imports have become 
adjusted to changing economic conditions. Nor, with one or two exceptions, 
has Canada had great short-run balance of payment problems either, though 
she has been faced with a repeated problem of dealing with cyclical fluctuations 
in the availability of foreign exchange. The difficulties have been relatively 
slight in the past because imports have fallen very sharply in periods of 
declining economic activity. However, this is a less attractive feature of 
Canadian experience; we do not find very substantial short-run difficulties 
in the Canadian balance of payments because Canadian economic activity 
has been allowed to vary widely, corresponding with fluctuations in exports 
and autonomous capital inflows. 
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Having stated these propositions, let us now turn to the main body of 
argument and analysis. 


II. The Size of Canadian Imports 


While the ratio of Canadian imports to the output of goods and services 
is somewhat smaller now than during some parts of the last half century, the 
ratio is still quite high compared with many other countries. Imports of 
goods and services amount now to about 25% of G.N.E. If the imports were 
valued on a basis comparable with G.N.E. the ratio would be well above 25%. 
If the imports were compared with that part of Canadian output which could 
potentially enter into international commerce, the ratio would probably be 
in excess of 40%. 


Why are Canadian imports so large? Why do Canadians import so many 
things which they are capable of producing? These questions should be cast 
a little more broadly; why does Canada specialize and trade internationally 
to such a large degree? Since the bulk of the decisions about what will be 
bought and produced in this country, the kinds of trading which people will 
undertake, the jobs they will do and investments they will make are private 
decisions, in a very superficial sense the answer to the question must be that 
people find themselves better off engaging in a larger rather than a smaller 
volume of international specialization and trade. But why is this so ? Still in a 
superficial way, the answer must be, for example, that by buying our coffee and 
bananas anda substantial part of our textiles and machinery, by selling wheat, 
paper and minerals to other people, we are permitted to have a higher standard 
of living than could otherwise be obtained. This is because we are comparatively 
cheap sources of supply to the world for a narrow range of staple products 
and are comparatively high-cost producers of coffee, bananas and, in our 
example, of some kinds of textiles and machinery. Regarding the whole 
range of imported tropical products, there is never any question of this 
proposition; the disagreements or doubts arise when the trade is, for example, 
of Canadian paper or minerals for British or American industrial machinery 
and cotton textiles. In these cases, it is not a question whether Canada could 
or could not produce more of the items which are imported and export less 
of the kind of things which are exported; it is purely a question of which, 
out of a set of possible economic arrangements, is considered better for 
Canadians, taking account of the economic, political and other standards by 
which better or worse may be judged. 


It is not the purpose here either to belabour the virtues of international 
specialization or to deal at any length with the basis of Canadian international 
specialization; however, a reminder of the basic position of the Canadian 
economy in the world is in order. In the economic literature a central part 
of the explanation of the kinds of international specialization and trade which 
are observed, centres around the relative scarcity of various kinds of productive 
resources and labour and productive instruments. Substantially, this argument 
says that if a country has a relative abundance of particular resources or an 
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abundance of labour relative to resources, then in the production of those 
things which make relatively intensive use of these abundant productive inputs, 
the country will be a relatively cheap source of supply. This point carries us 
quite a long way in viewing the position of the Canadian economy. First, 
it is clear to almost everybody that Canada has a rather large ratio of certain 
minerals, forests and grain-growing land compared with our population, com- 
pared with the ratios of other countries; it follows that these things will be 
relatively cheap in Canada. It also follows that anybody who wants to obtain 
labour or capital to run textile factories or a machinery industry is going 
to have to compete with other industries which have very powerful economic 
attractions based on world market opportunities. It is also widely held that, 
on the North American continent, labour is a relatively scarce and expensive 
type of productive input, compared with capital; it follows that those kinds 
of activities which use relatively large amounts of labour are going to be 
rather expensive operations in North America. 


A second factor of very great significance in answering the question of the 
importance of international specialization and trade for Canada is the fact 
that Canada is more or less part of an integrated North American economy. 
Canadians have tastes, incomes and productive techniques which are more 
like those in the United States than in any other country. Indeed, at present, 
the non-North American segments of our international trade are not really 
very much larger than the non-North American segments of the trade of the 
United States; in other words, very much of our trade is really like an inter- 
regional trade within a large country. Cast in this form the question then 
becomes one of the characteristics of the region or regions which underlie 
the interregional specialization. The question cannot be usefully explored, 
however, without recognizing that the trade barriers on each side of the 
border are such that the Canadian secondary manufacturing activity is very 
largely carried on for the Canadian market alone. The point is that our 
technique and the minimum efficient scales of production are essentially 
North American; our market for manufactures is very largely Canadian. 
It follows that, in those lines of production in which the minimum efficient 
scale is comparatively large, the Canadian economy will find itself in a weak 
competitive position. In other words, given the technique of production, given 
the factor scarcities, given the trade restrictions and the dividing up of the 
market area which follows, Canada will be a high-cost producer of those 
items in which the economies of large-scale production are considerable. 


III. Differences in the Role of Imports in the Canadian Consumption 
of Various Goods 


Among various imported goods, the import share of the Canadian market 
varies all the way from zero to 100%. Some of the extreme cases, that is 
where imports consist of almost all or practically none of the Canadian 
market, are based on fairly obvious considerations. Imports account for 100% 
of the Canadian consumption of raw cotton, coffee, tea, cocoa and palm oils, 
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because these are tropical products of which no one would suggest that 
Canada should enter into production. At the opposite extreme there are items 
for which transfer costs are so enormous relative to the value of the product 
that practically no international commerce takes place. Among these items 
would be such things as aggregates for making concrete, and many personal 
services. In between these limits there is a very great variation in the role of 
imports in the Canadian economy. For such things as printing and publishing 
machinery almost 100% of the Canadian supply is imported; for electrical 
wire and cable, less than 5%. 


This section is concerned with reviewing some of the differences in import 
shares, particularly as regards manufactured goods. The comments are explo- 
ratory or illustrative rather than exhaustive, because this is a very complex 
area of analysis. Differences among various goods in the share of the Canadian 
market supplied by imports depend on a number of considerations, including 
the comparative cost of production and marketing from various locations; 
the tariff treatment accorded various goods; institutional arrangements regard- 
ing the ownership and control and engineering design of plants in Canada; 
and the balance of payments position of Canada at the time under considera- 
tion. 


Data on import shares of the Canadian market for various goods were set 
out in Chapter 2; for recent years this material has been reorganized in this 
chapter, as Table 16. Various industries or product groups have been ranked 
according to the proportion of the Canadian market supplied by imports. 
The tropical and semi-tropical items have been omitted. As each category in 
the table contains a number of items among which imports are more or less 
important, care must be exercised in interpreting the data. However, the 
ranking, crude as it is, may throw some light on the characteristics of items 
for which imports are relatively large or small. 


The import share appears to be very large for a broad range of iron and 
steel machinery and equipment items, but a good deal smaller for electrical 
than for many other kinds of machinery. In the middle ranges of import 
shares are found such things as glass products, medicinal and pharmaceutical 
products, woollen textiles, cotton textiles, basic chemicals and motor vehicle 
parts. In the lower ranges one finds such groups as manufactured rubber 
products, motor vehicles, books, magazines and papers, petroleum manu- 
factures, electrical wire and cable, electric cook stoves, batteries, lighting 
fixtures, transformers and parts, and cement and building stones. 


The competitive position of any particular industry vis-a-vis foreign supplies 
depends on the joint effect of a variety of such factors as comparative produc- 
tion costs, tariffs and various transfer costs. However, let us initially consider 
separately each factor bearing on competitive positions, indicating some of 
those industries for which the particular factor plays an important role. The 
more important influences appear to be differences in the minimum efficient 
scale of production, the size of the market, the speed of technical change and 
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the complexity of productive operations, the factor intensities in production 
of various goods and the tariff treatment. 


For those types of production in which the minimum efficient scale of 
production in the United States is very large or in which the typical establish- 
ment in the United States is highly specialized though it may not be absolutely 
large, there is a general presumption that the import share of the Canadian 
market will also be large. The typical scale and specialization of production 
in the United States may be large for a variety of reasons. In the manufacture 
of large and complicated machinery and equipment, the efficient scale given 
a comparatively large market is set by capital requirements for heavy material- 
handling equipment and large or intricate machine tools, together with the 
problems of sustaining an experienced work force in the face of substantial 
fluctuations in activity, and of accumulating experience in design and manu- 
facture of particular types of equipment. In the production of smaller, less 
complex, general purpose machinery, the typical scale of establishment appears 
to be smaller than for large, complex, specialized machinery except where 
mass production offers large economies. Thus the competitive position of 
Canadian manufacturing appears to be worse, and the imports appear to 
capture a larger share of the market for large complex specialized machinery 
than for small, less complex and general purpose machinery, other things 
being equal. Thus, the import share has for a long time been larger for printing 
equipment, machine tools and heavy construction machinery than for elevating 
and conveying equipment and small compressors. In the production of con- 
sumer durables, the minimum effective scale of production may be large 
because of the economies of specialized machinery and long runs on that 
machinery, and at the level of the firm, the economies of larger scale financing 
and advertising programmes. 


The presumptions about scale of production and the role of imports must 
be modified in some degree by the comparative size of the Canadian market. 
There is a general presumption, other things being given, that imports will 
account for a smaller share of the Canadian market, the larger the Canadian 
market is relative to that in the United States. On the average the Canadian 
market would be no larger than one-twelfth of that in the United States; 
however, in some cases it may be as large as one-quarter or one-fifth. The 
ratio of Canadian sales to American sales appears to be higher than the 
average for hydraulic turbines, pulp and paper machinery, some types of 
electrical apparatus and many types of mining machinery. It is not surprising 
to find that imports account for a smaller proportion of Canadian consumption 
of such equipment than is found for many machinery products in which the 
production arrangements and problems are otherwise quite similar, but the 
relative size of the Canadian market is smaller. 


There is a general presumption that import shares will be larger for complex 
and rapidly changing goods than for products in which the manufacturing 
processes are simple or the changes in the product are less rapid. Mass produc- 
tion of complicated goods, particularly those subject to fine tolerances, requires 
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a much larger scale of operation than for less complicated commodities. This 
factor appears to be relevant to the apparently weaker competitive position 
vis-a-vis foreigners of Canadian manufacturing of refrigerators than of stoves. 
There is quite commonly a time lag in the Canadian development of manu- 
facturing operations, behind that in the United States. The economies of 
national advertising may also play a part. 


The Canadian competitive position in the manufacture of some goods is 
a by-product of developments in the production of other commodities in 
Canada. Thus the comparatively rapid growth of mining in Canada and the 
concentration and refining of minerals has provided the basis for much of the 
development of the inorganic chemical industry in Canada, and thus the 
comparatively small role which imports of inorganic chemicals play in the 
Canadian consumption of such materials. Recently the growth in the petroleum 
industry has had simular effects. 


There is a general presumption also, that imports from non-North American 
sources will be large for products which require comparatively large volumes 
of labour in production, assuming that the products enter into international 
commerce. Relative cheapness of overseas supplies of labour would provide 
somewhat less competitive strength to import sources of supply for differen- 
tiated products, in which design and service factors are important considera- 
tions at the time of purchase. Thus imports from overseas appear to be 
comparatively large for standardized consumer goods and capital goods like 
men’s shoes, rubber footwear, the more standardized types of electrical 
apparatus and the more standardized types of cotton textiles than they are 
for women’s shoes, highly-styled fabrics and the household electrical goods. 


There are a number of instances of historical specialization in production 
which do not fit easily into the above generalizations, but which provide the 
basis for rather large continuing imports into Canada. We have in mind Swiss 
watches, British crockery and cutlery and, prior to the war, German chemicals. 


Finally, various goods are accorded quite different tariff treatments, some- 
times the treatment differing among goods which are otherwise in similar 
competitive positions vis-a-vis foreign sources of supply. On the surface, it 
appears that production conditions are similar in the manufacture of industrial 
machinery and many of the heavier types of electrical apparatus; yet the 
tariff treatment of the former appears to be less of a deterrent to imports 
than in the case of the latter. As judgments in these matters are difficult to 
make, apparent differences of tariff treatment must be investigated with great 
care. 


IV. The Relative Decline of Imports 


Measured by the size of foreign trade relative to output, it appears that 
the Canadian economy is slightly less open now than it was in the late 1920's; 
so far as can be judged on the basis of sketchy information it would also 
appear that there has been a decline in the openness of the economy com- 
pared with that which existed prior to World War I. Data on the decline 
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were set out in Chapter 2. (Also see Table 19.) Similarly it was shown in 
the study of exports prepared for the Commission that a decline had taken 
place in the ratio of Canadian exports of goods and services to gross national 
production.! This section is concerned with the reasons for these trends, 
concentrating first on the slight decline in the ratio of merchandise imports. 


The smallness of the decline in Canadian imports relative to output deserves 
special attention. Comparing 1952-55 and 1926-29 the decrease in the ratio 
of merchandise imports to G.N.P. is only 10% (See Table 17), despite such 
an important development as western Canadian oil production. The decrease 
is smaller than that experienced by many other countries, including the United 
States, the United Kingdom, and Australia. For the invisible imports, the only 
sharp decrease in the ratio, relative to Canadian gross national production, 
was in the interest and dividend account. 


Some years ago there was considerable discussion in the economic literature 
of the future of foreign trade. It was widely recognized that foreign trade 
had declined relative to production, and that this was a comparatively long-run 
phenomenon. The terminal date for much of the data was in the 1930’s; as 
foreign trade was unusually low during that period some observers obtained 
an exaggerated notion of the degree of long-run decline in foreign trade. 
However, when the time series are extended to recent years the general point 
remains; foreign trade has exhibited a slower rate of growth than output for 
a relatively long period of time. Various and somewhat conflicting explanations 
have been advanced. Some commentators thought that the dominant reason 
was the spread of industrialization; others argued that the main factor was 
the increase in trade barriers. Still others argued that the main or at least an 
important factor was the increase in the production and consumption of 
services, including government services, in which relatively little international 
commerce takes place. Others argued that a very important factor was the 
relative decline of international capital movement.’ 


The change in the relative size of foreign trade for any particular country 
depends on a number of factors. A deterioration in the demand for the 
country’s export products (which might be due to increased import restrictions 
by foreigners) tends to decrease the size of the country’s foreign trade relative 
to its output. A deterioration in the supply conditions in the country’s export 
industries compared with those in its import-competing industries would also 
tend to decrease foreign trade. Increased relative expensiveness of imports, 
including those due to increases in the country’s trade restrictions, will tend 
to reduce the size of foreign trade. Changes in the mixture of goods and 
services demanded will influence the size of the country’s foreign trade but 
some changes in mix will tend to increase and others tend to decrease the 
size of the foreign trade. A decrease in the capital inflows will tend, at least 
in the short run, to decrease imports of goods and services relative to output. 


IR. V. Anderson, The Future of Canada’s Export Trade, Ottawa, 1957. 
2See Bibliography for reference to literature on the future of world trade. 
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What appears to be the explanation of the relative decline of foreign trade 
for Canada ? Considering the demand for exports it can reasonably be argued 
that, with only two important exceptions, the world demand for Canada’s 
exports has been favourable to a high level of exports compared with national 
production. Foreign demand and trade restrictions by foreigners have changed 
unfavourably to Canada only for grains, some other agricultural products 
and for certain highly fabricated manufactures. Indeed, as it is shown in the 
study of Canada’s exports, the ratio of Canada’s non-agricultural exports to 
G.N.P. was markedly higher in recent years than in the late 1920’s. The 
relative decline in exports of agricultural products was large enough to reduce 
slightly the ratio of total merchandise exports to G.N.P. We rather doubt 
that the relative decline in the openness of the Canadian economy can be 
sufficiently explained by changes in the demand for Canadian export products. 


Undoubtedly, the Canadian consumption of services, including retail and 
wholesale services, now accounts for a larger proportion of the Canadian 
national output than they did 30 years ago. This factor clearly works toward 
reduction of the relative importance of foreign trade because these services 
have a relatively small import content. At the same time, however, the Cana- 
dian consumption of durable household equipment, miscellaneous manu- 
factured consumer goods, machinery and equipment and military equipment 
has tended to become a larger part of the total Canadian demand for goods 
and services. (See Table 18.) These items have higher than average import 
content. Thus, it is our judgment that changes in the mixture of goods and 
services demanded in Canada has, on balance, not tended to alter the relative 
importance of foreign trade for the Canadian economy, by any significant 
degree. 


Turning to the capital flows, apparently the net inflow of capital into 
Canada, large as it was between 1950 and 1955, is somewhat less important 
than during the late 1920’s; it is clearly very much less important than it 
was in the years immediately preceding World War I. This factor is of 
some significance in explaining the relative decline of imports compared 
with gross national production. 


For two products, petroleum and rubber, there has been a very striking 
change in the position of the Canadian economy relative to imports. The 
development of Alberta petroleum is widely known. In the absence of this 
development there is little question but that imports of petroleum would be 
very much larger now than they are. It is very difficult to obtain any precise 
notion of the over-all effect of this development on the ratio of merchandise 
imports to G.N.E. It appears that the imports of petroleum would 
have increased more rapidly than G.N.E. even if there had not been a develop- 
ment of Canadian petroleum; indeed, in the absence of petroleum develop- 
ment, if G.N.E. were what it now (i.e., in 1955,) is, the ratio of imports to 
G.N.E. would amount to about 20%, not very different from that in the late 
1920’s. On the other hand, the petroleum development has been associated 
with a considerable part of the capital inflow which has taken place in recent 
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years, which in turn has made imports larger than they otherwise would be. 
The development of Canadian production of synthetic rubber during and 
since the war has tended to decrease the imports of an item which would 
otherwise have grown somewhat more rapidly than G.N.E. However, 
imports of rubber were a sufficiently small item in any case, so that they 
would not make a very big difference in the over-all ratio of imports to output. 


So far as we can see there has been no major change in the relative expen- 
siveness of imports, of a nature unfavourable to Canada’s foreign trade. The 
long-run changes in the terms of trade between export and import-competing 
items, though small, have been favourable to exports and to imports. (See 
Table 20.) While the changes in Canada’s foreign trade policy have been 
minor, in a long-run sense, what changes have taken place have been favourable 
to the increased imports. In other words in so far as the supply of imports is 
concerned it would appear that the changes imply larger rather than diminished 
foreign trade. 


Finally, we come to the question of the spread of industrialization. There 
are serious doubts that there has been any major change in the relative position 
of Canadian industry so far as knowledge and so far as its basic resource 
availabilities are concerned. However, for Canada there is another aspect to 
the matter, namely, economies of larger scale operation. Canada carries on 
quite a number of activities in production units or in unspecialized ways 
which are widely acknowledged to be of less than the minimum efficient 
scale. However, there has already been some increase in the size of the Cana- 
dian market during the last 30 years, and there are indications that some 
small movement toward the minimum efficient scale of operation has taken 
place in a number of industries in Canada. In Chapter 2 it was shown that 
the quite common experience has been for the imports to become a slightly 
smaller proportion of the Canadian market for manufactured goods, and this 
in spite of some small decreases in the protection accorded the Canadian 
manufacturer. It is hard to come away without the judgment that there has 
been some small improvement in the competitive position of the Canadian 
manufacturing industry and that this is an important factor in explaining the 
relative decline of Canadian foreign trade. 


To sum up, the relative long-run decline in the ratio of merchandise imports 
to Canada’s G.N.P. has been slight, and partly fortuitous. Neither the change 
in the mixture of goods and services demanded in Canada nor the change 
in long-run international terms of trade faced by Canada contributed much 
to the decline. Comparing the late 1920’s and present years, there has not 
been a great over-all change in the relative world demand for Canadian goods 
or the comparative size of the inflow of capital into Canada, but such changes 
as have taken place tend to reduce Canadian foreign trade relative to output. 
Changes in Canadian commercial policy work in the opposite direction. It is 
our impression that a slight long-run improvement in the competitive position 
of Canadian manufacturing activity has taken place, and that this factor has 
contributed to the decline of imports. During the first half of 1956, imports 
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have been much higher relative to Canadian output than the average between 
1953 and 1955; but, in our judgment, this experience is a temporary feature 
of an overloaded economy doing many new things. 


Regarding the invisible items in Canada’s import bill, it was pointed out 
in Chapter 2 that much the most important change has been the relative 
decline of the interest and dividend payments to foreigners compared with 
G.N.E. Indeed, the change in this item alone accounts for the bulk of the 
relative decline of the invisibles and for the bulk of the relative decline in the 
over-all ratio of imports of goods and invisibles to G.N.E. The much slower 
growth in the payments of interest and dividends to foreigners is proximately 
due to a less rapid growth in the gross Canadian liabilities to foreigners than 
in G.N.E., at least comparing the present foreign indebtedness to Canadian 
output ratios with those which existed 30 years ago. 


V. Changes in the Composition and Source of Canadian Merchandise 
Imports 


(a) Introduction 


This section is restricted to merchandise imports, specifically to explaining 
changes in the composition and geographical source. It will be recalled from 
Chapter 2 that very marked changes in the composition of these imports 
have taken place. Much the most striking trend has been the relative decrease 
in the proportion consisting of, what might be called, consumer soft goods, 
that is foods, tobacco, alcoholic beverages, clothing, textiles, personal fur- 
nishings and closely related materials. This has been paralleled by the increasing 
importance of imports of machinery and equipment, consumer durables and 
miscellaneous manufactured consumer goods, together with materials for such 
uses. 


Earlier in this chapter it was argued that the changes in the mixture of 
goods and services demanded in Canada has not been an important factor 
explaining the changes in the over-all ratio of imports to gross national 
production. However, the changes in the structure of Canadian demand are 
the most important element explaining the changes in the content of imports. 
In Chapter 2 it was shown that the imports which had increased rapidly were 
items for which a comparatively rapid growth in Canadian consumption had 
taken place, and that import items which had grown more slowly were generally 
items for which Canadian consumption had increased less quickly. Of course, 
this is not the whole story. There have been a few fairly dramatic changes in 
the competitive position of certain Canadian industries, a few important 
changes in the tariff structure, and certain gradual shifts in the competitive 
position of imports in competition with Canadian manufactures, all of which 
have had some bearing on the content of Canadian imports. 


(b) Changes in the Composition of Canadian Demands for Goods and Services 


Changes in the mixture of goods and services demanded in Canada are 
probably the most important factors underlying the changes in composition of 
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Canadian imports. For example, there has been an increase in the import 
of machinery and equipment; autos, trucks and parts; household appliances 
and miscellaneous consumer durable goods, from about 25.9% of the total 
imports in 1928 and 1929 to something more than 38% of total imports at 
the present time. (See Table 21.) Looked at another way the imports of these 
items have increased from about $319 million in 1928-29 to about $1,670 
million between 1953 and 1955 (measured in current dollars), this is a more 
rapid rate of increase than the growth in (current dollar) G.N.E. The central 
explanation of the rapid growth of this group of imports lies in the com- 
paratively rapid increase in Canadian consumption of these items. A roughly 
comparable group of domestic expenditures would consist of that on consumer 
durables (less furniture and home furnishings, items which have relatively low 
import content) on auto parts and accessories, together with the public and 
private investment in machinery and equipment. This group of items has 
been estimated to have increased in value (measured in current dollars) from 
about $628 million per annum between 1926 and 1929 to almost $3.5 billion 
per annum between 1952 and 1955; in other words, from about 10.8% of 
G.N.E. to something like 14.2% at the present time. Selected data on the 
Canadian expenditure on and imports of consumer durables and machinery 
and equipment have been set out in Table 16. 


There are many other examples of the correspondence between different 
rates of growth in Canadian demand and the growth in various imports. 
Within the food group, those imports which have increased relatively rapidly 
are those for which Canadian consumption has also increased rapidly, including 
such items as citrus fruits, fresh fruits and vegetables, and coffee. Those food 
items for which there has been a much slower rate of growth in import are 
generally also those for which there has been relatively small increase in 
Canadian demand, including dried fruit, sugar, tea and cocoa, and grain 
products. Similarly, within the textile group it is clear that there has been 
a very slow rate of increase in imports of wool and jute materials and products, 
primarily reflecting the small increase in Canadian consumption of these items. 
Canadian use of aircraft, particularly the military use, has grown rapidly; 
it is not surprising to find that imports of aircraft and parts have come to be 
a very much larger part of the total Canadian import bill. Within the group, 
materials for investment in structures, it is found that imports of tubes, pipes 
and fittings have increased quite rapidly, reflecting the growth in Canadian 
demand. Canadian consumption of petroleum products has increased very 
greatly relative to the consumption of coal, even before the discovery of Alberta 
oil; correspondingly, imports of petroleum products were growing very much 
more rapidly than imports of coal prior to 1950. 


The increase in the Canadian demand for services is also reflected in the 
content of imports. In a number of cases the value of an import group has 
increased less rapidly than the final expenditure on the particular type of 
good, partly because of the increase in services incorporated in the final sale. 
For example, it is well known that a dollar of expenditure on food contains 


51 


32 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


a somewhat larger proportion of payment for processing, and wholesale and 
retail services than it did three decades ago. Thus, it should not be surprising 
to find that the imports of food products, valued f.o.b. point of origin, have 
increased somewhat less rapidly than the personal expenditure on food at 
retail. Similarly expenditures on clothing and textile products and other 
personal furnishings, contain more manufacturing and distributing services 
now than three decades ago, a factor which would tend toward a less rapid 
increase in imports of clothing, textiles, personal furnishings and such materials 
than in final expenditure. 


(c) “Dramatic”? Changes in the Supply of Import-Competing Goods in Canada 


While changes in the structure of Canadian demand for goods and services 
appear to be the most important influences determining the changes in the 
content of imports, they are not the only factors. Quite apart from the gradual 
changes in the competitive position of Canadian industry which are by-product 
of or have accompanied the gradual process of economic growth, there have 
been a few fairly dramatic changes in the competitive position of Canadian 
sources of supply. Crude petroleum, synthetic rubber and synthetic textile 
fibres come quickly to mind. The discovery of large quantities of oil in Alberta 
and the technological developments in the other items have brought economical 
Canadian production of these items within range. (See Table 22.) Canada 
has never had the climate for growing cotton, nor has it been particularly 
successful during this century in growing wool. The gap in comparative 
advantage between Canada and other areas was very much larger in the 
traditional textile fibres than it has been in synthetic fibres. (See Table 23.) 
Similarly, it can be argued that Canada could have produced more and 
consumed less petroleum-type products before the recent discoveries of oil 
in western Canada; nevertheless, given the strong increases in demand for 
petroleum products, the discovery of large quantities of crude:in Alberta 
represents a major improvement in the competitive position of the Canadian 
economy. There have been a few other fairly dramatic changes 1n competitive 
position, including the vast improvement in tobacco growing in Canada and 
the cheapening of Canadian production of chemical products, the latter being 
to some extent a by-product of the development of the non-ferrous metals 
and the petroleum industry. 


These dramatic changes in supply go a considerable way toward explaining 
certain of the changes in the content of Canadian imports. Whereas imports 
of petroleum were increasing rapidly as a percentage of total merchandise 
imports until 1950, they have since become a smaller part of the total import 
bill. The substitution of synthetic fibres for natural fibres has resulted in a 
much slower growth in imports of textile raw materials. The substitution of 
synthetic for natural rubber has resulted in a relative decline in the imports 
of natural rubber since the end of World War II. 
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(d) Gradual Changes in the Competitive Position of Canadian Industry 


Aside from changes in the structure of Canadian commercial policy and 
from dramatic changes in the availability of resources and of kinds of tech- 
nical knowledge in Canada, some small gradual improvement in the compe- 
titive position of Canadian industry vis-a-vis foreign sources of supply appears 
to have taken place,* as a by-product of Canadian economic growth. Of 
course, Canadian economic growth does not have equally favourable implica- 
tions for all industries; for some, the more rapid the Canadian growth, the 
more rapid the deterioration in their competitive position. 


One piece of evidence supporting the view of gradual improvement in the 
competitive position of Canadian manufacturing vis-a-vis foreigners, consists 
of the data on import shares of the Canadian market for various manufactured 
goods, developed in Chapter 2. These data showed that, for a fairly broad 
sample of manufacturing activities, the average import share of the Canadian 
market was slightly lower in 1952 than it was in the late 1920’s. Since 1952, 
there has been some increase in import shares, but, when allowance is made 
for the unusually high levels of Canadian economic activity in 1955 and 1956, 
it still appears that imports play a slightly smaller role on the average now 
than they did in the late 1920’s. The data showed that the direction of change 
was found in most of the individual series included in the sample; thus, the 
over-all result is not a statistical illusion due to changes in the relative im- 
portance of Canadian consumption of various kinds of goods. The reductions 
in import shares of the Canadian market cannot be explained by increased 
protection of Canadian manufacturing activities, because, for most sectors 
of Canadian manufacturing, the protection appears to be slightly smaller 
now than it was in the late 1920’s. 


The data on market shares for some 30 products or product groups were 
set out in Table 14. Between the late 1920’s and the present time, the import 
share of the Canadian market actually increased for certain items, including 
construction machinery, logging machinery, mining and oil well equipment, 
large electrical appliances, medicinal and pharmaceutical preparations, bicycles, 
rubber manufactures, office machinery and coal. The import share remained 
about the same for cotton textiles and for the general run of metal working 
machinery. The import share had declined for a rather long list of items 
including tools and hand implements, elevating and conveying equipment, 
compressors, heavy electrical apparatus, farm machinery, professional and 
scientific equipment, small electrical appliances, radio and electrical apparatus, 
petroleum manufactures, synthetic fibres, pulp and paper machinery, miscel- 
laneous photographic apparatus, basic chemicals, applied chemicals, tobacco, 
alcoholic beverages, primary iron and steel and woollen textiles. 


Regarding the observed differences in trends of import shares, two propo- 
sitions carry us some way. First, with relatively few exceptions, the import 


°There have been substantial short-run fluctuations in the competitive position of Canadian 
manufacturing during the last 30 years, but these are not our concern here. However, 
these short-run variations make it difficult to judge the long-run trends. 
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shares have fallen more rapidly for products in which the growth of the 
Canadian market has been particularly rapid, than for items in which the 
increase of the Canadian market was less rapid; e.g. small electrical appliances, 
radio and electronic equipment, petroleum manufactures, basic chemicals, 
tobacco, alcoholic beverages and applied chemicals. Carrying the generaliza- 
tion a little further, for quite a number of groups for which the import share 
has increased or remains the same, the growth in the Canadian market has 
been relatively slow, for example, cotton textiles, printing and publishing 
machinery, bicycles and coal. Second, the proportionate change in the import 
share seems to be inversely correlated with the traditional size of the import 
share. For many lines of machinery, the import share of the Canadian market 
has always been very large: for example, metal working machinery, oil well 
equipment, printing and publishing machinery, office machinery and construc- 
tion machinery. In such cases, the proportionate decrease in the import share 
of the Canadian market during the last three decades has been quite small. 
In other cases, where the import share has been relatively small for many 
years, the proportionate decrease in the share between the late 1920’s and the 
present time has been somewhat larger. 


Another line of attack on the gradual changes in the competitive position 
of Canadian manufacturing relative to foreign sources of supply consists of 
speculating about and gathering fragments of evidence on changes in the 
various factors which influence the competitive position, factors like the 
growth in the Canadian market. In this connection the various studies of 
secondary manufacturing prepared for the Commission are most helpful, 
particularly the general paper on secondary manufacturing in Canada.‘ In 
the latter it is argued that the relatively small scale of the Canadian market 
is the chief deficiency facing a number of Canadian industries in competition 
with the United States, while the relative expensiveness of labour is the main 
source of competitive weakness in comparison with imports from the United 
Kingdom and Western Europe. It was suggested that those secondary indus- 
tries which had grown rapidly and improved their position vis-a-vis foreign 
sources of supply were commonly characterized by rapidly expanding Cana- 
dian markets for their products, and by high productivity, high capital inten- 
sity, up-to-date equipment and methods, good management and high wages. 
The secondary industries which had done less well were commonly those for 
which the Canadian market was expanding less rapidly and for which produc- 
tion was labour intensive, and wage rates and productivity were comparatively 
low. 


We do know that the Canadian market for many lines of product has 
expanded rapidly, though perhaps not so rapidly as to increase the size of 
the Canadian market relative to that in the United States. Nevertheless, as 
the minimum efficient scale of production has not increased as rapidly as the 
Canadian market for many types of product, Canadian costs of production 


4D, H. Fullerton and H. A. Hampson, Canadian Secondary Manufacturing Industry, Ottawa, 
1957. 
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have tended to decrease relative to foreign costs. This factor appears to be 
relevant to production of, for example, the smaller types of electrical apparatus, 
radio and electronic equipment, primary iron and steel products, petroleum 
refining, mining equipment, and pulp and paper machinery. Admittedly, for 
some types of production, the minimum efficient scale of operation has grown 
at least as rapidly as the Canadian market, so that very little improvement in 
the competitive position of Canadian manufacturing has accompanied the 
economic growth of the last 30 years. This would appear to be the situation 
for the production of the larger household appliances. For still other items, 
the minimum efficient scale of production is so large that the growth of the 
Canadian market has not brought Canadian costs close to those in foreign 
countries. We also know that labour has become increasingly expensive relative 
to capital in the North American economy, a factor which, other things being 
equal, would tend to progressively result in a deterioration in the competitive 
position of Canadian manufacturing of labour intensive products. 


(e) Effect of Changes in Canadian Commercial Policy on the Content and 
Geographical Sources of Canadian Imports 


Differences have been observed among the trends of the import share of 
the Canadian market for various goods. Have changes in the structure of 
Canadian commercial policy been important causes of these differences? In 
other words, have there been marked long-run changes in the relative protec- 
tion accorded various kinds of Canadian production, changes which explain 
the differences in trends in import shares ? Our focus is on long-run changes, 
particularly the major differences between the late 1920’s and the present 
time.’ Our interest is entirely of a positive nature; we are not concerned with 
the correctness of the policy. However, it is important for us to be able to sort 
out those import trends which are due to changes in commercial policy and 
those due to other factors, for, in our projections, commercial policy is held 
fixed but other things are not. 


As it is extremely difficult to measure and appraise the effects of changes 
in the structure of commercial policy, our comments must be exploratory or 
illustrative. This section is based largely on the study of Canadian commercial 
policy carried out for the Commission.* That study discusses at some length 
the difficulty of judging the effects of changes in the structure of commercial 
policy. Canada’s commercial policy is extremely complicated. Changes in the 
tariff structure affect not only the revenue of firms in an industry, but also 
the costs of various materials and components. Unless one has detailed 
information on the types of materials used in various products, together with 
the effects of tariff changes on the prices of these materials, it is not possible 
to tell whether changes in the tariff structure increase or decrease the effective 
protection of an industry or by how much. The main body of data used in 


’5During the past 30 years there have been a number of short-run changes in the structure of 
Canada’s commercial policy, but these are not the concern here. 


68§. H. Young, Canadian Commercial Policy, Ottawa, 1957. 
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crude studies of the effects of tariff changes consists of tariff rates, average 
ad valorem rates of duty on total imports or on dutiable imports, and import 
shares of the market. There is a general presumption that lower duties will 
be associated with higher import shares, other things being fixed; but in the 
historical data other things are not fixed. Thus, at one extreme, we may find 
that the cost and demand factors tending to increase imports are very powerful, 
so that import shares may increase despite higher import duties. At the other 
extreme, the cost and demand factors tending to decrease imports may be so 
powerful that import shares may fall enormously despite large decreases in 
import duties. 

Selected data on changes in average ad valorem rates of duty on dutiable 
imports are set out in Table 24, a sample of tariff rates and classifications 
are set out in Table 25 and selected data on duties and import shares of the 
Canadian market are set out in Table 26. Judging by the average ad valorem 
rates of duty on various classes of imports, it appears that there have been 
quite different changes in duty levied on various sectors of Canadian imports, 
comparing the present situation with that in the late 1920’s. The evidence 
suggests that a substantial reduction has taken place in the duties on imports 
of primary textile products, rubber manufactures, vehicles of iron and steel 
and electrical apparatus. Smailer rates of decrease in duty are found for such 
products as sugar, leather manufactures, inorganic chemicals, tobacco, rolling 
mill products and clocks and watches. In a few cases, the protection of the 
Canadian industry appears to be somewhat larger now than it was in the late 
1920’s; for example, milk products (for which the level of duties on dutiable 
imports is, even now, very low), synthetic textiles, chemical cellulose products 
and chemical alcohols. Substantial reductions have taken place in the duties 
levied on imports of coal, but in judging the impact of this change, an 
allowance has to be made for the other forms of aid which are given to 
domestic coal producers. Another change which appears to be quite significant, 
compared with 1927-28, has been the development of Canadian Sontent legis- 
lation as regards Canadian automobile production. 


VI. Long-Run Adjustment of Canada’s International Economic 
Position and the Balance of Payments 

While Canada has had to make a number of major structural adjustments 
of her position in the world economy during this century, her balance of 
payments history is not one of serious long-run balance of payments problems 
which remained unsolved for some time. We mean this in the sense that imports 
were kept within bounds of Canada’s means of payments without such serious 
long-run anomalies as protracted non-cyclical unemployment, or persistent 
use of special import restrictions or continued deterioration in her terms of 
trade. This has been partly fortuitous, but it is also partly due to the powerful 
ways in which the Canadian economy and her balance of payments has been 
adapted to changing world opportunities. It is on this mechanism of adjust- 
ment, and particularly on the role of imports in the mechanism that our 
attention is centred here. 
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It will generally be conceded that Canada has not had long-run balance 
of payments disequilibrium of a kind or degree such as we think of in discus- 
sions of the dollar problem of the United Kingdom or such as the Japanese 
faced when synthetic fibres were developed. It must be conceded that this is 
partly due to good luck. The potentially most serious long-run balance of pay- 
ments problem which Canada faced during this century occurred at about the 
time of the outbreak of World War I. Canadian economic development had 
been extraordinarily rapid in the decade prior to that war, with immigration 
and capital inflows from abroad on a scale relatively larger than anything 
since encountered. Imports of goods and services were extremely large relative 
to exports of goods and services, as one should expect under these circum- 
stances. Now, there are many signs that this boom was coming to an end in 
1913 and 1914, that many of the projects were turning out less well than was 
expected, that Canada was on the threshold of a much slower rate of capital 
inflow with the attendant problems of cutting back on imports and increasing 
exports. The potential size of the adjustment in foreign trade and in the pace 
of investment and economic growth was large enough that a serious balance 
of payments problem could have resulted. The special financial arrangements 
during the early war years, together with the exceptionally strong increase 
in the demand for Canadian exports during the war (which, in turn was based 
to some extent on United States loans to the United Kingdom and France 
in 1917 and 1918), was a fortuitous development which eased greatly the 
problem of balance of payments adjustment.’ 


In other respects Canada’s experience has also been fortuitous. Aside from 
business cycles, there have not been sharp over-all declines in the demand 
for Canadian exports, nor has there been a serious flight of capital, nor has 
there been payment of a large international indemnity. (The Canadian export 
position deteriorated sharply in the early 1930’s, but we are putting this down 
as mainly a cyclical change, which will be discussed later.) It is true that the 
world demand for Canadian agricultural products has not increased during 
the last three decades in anything like the way in which it did in the previous 
three, but at the same time a very favourable demand has developed for 
other Canadian export products. Some writers have suggested that, among 
primary producing countries, one of the important factors which distin- 
guishes those which periodically face serious structural adjustments from those 
which do not face such problems is what we might call the number of eggs 
in the country’s basket. When a country is simultaneously pursuing several 
kinds of activity for the export market, that country is much less likely to 
face a structural balance of payments adjustment problem than if it is a one- 
crop country. Canada has not been a one-crop country since the end of 
World War I. While admittedly, the favourable export opportunities are 
most important factors explaining the absence of a structural balance of pay- 


7J. Viner, Canada’s Balance of International Indebtedness, 1900-1913, Cambridge, Mass., 
Harvard University Press; W. A. Mackintosh, The Economic Background to Dominion- 
Provincial Relations, Ottawa, 1939; F. A. Knox, Dominion Monetary Policy, Ottawa, 1939. 
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ments problem, it nevertheless still leaves open the question of the means 
by which the imports are kept in step with the export opportunities. Favourable 
export opportunities are no guarantee that a country may not spend itself 
into balance of payments difficulties. 


Another major reason why Canada has not faced a serious long-run or 
structural balance of payments problem relates to the role of capital inflows 
into the Canadian economy. In periods of rapid Canadian economic develop- 
ment, particularly as that development has involved rapid rates of capital 
accumulation, large volumes of capital have come into Canada. Some of these 
flows are directly connected with specific investment projects; some of the 
flows are just a general Canadian drawing on world supplies of capital during 
periods of rapid economic growth. The capital inflows have meant that, when 
Canada has had a rapidly growing bill of imports, foreign exchange has been 
available to finance the current account deficit. However, the question still 
remains as to the mechanism by which the real transfer of capital takes place 
and the question of the way in which the real transfer is kept more or less 
in step with the available means of payments. 


Let us turn to the mechanism of adjustment of Canada’s international 
economic position. Our central concern is with the long-run aspect of the 
mechanism; that is, with the way in which long-run changes in the demand 
for exports or in the Canadian economic growth or in autonomous capital 
inflows have become appropriately adjusted. Of course, the long-run mecha- 
nism includes all of the familiar short-run processes as the first stages of 
adjustment. If, for example, Canadian export opportunities deteriorate, in 
the short run Canada may tend to run a balance of payments deficit which 
will be corrected more or less quickly by changes in exchange rates or in 
the domestic price level relative to the prices of imports and exports of goods, 
by fluctuations in the income and employment and so on. 


It is our belief that there are very powerful forces at work to keep Canada’s 
imports more or less in step with its means of international payment. First, 
variations in the rate of Canadian economic growth have usually been asso- 
ciated with variations in the development of export opportunities or other 
major determinants of investment activity in Canada. The proportion of 
investment goods used in Canada, particularly for investment in machinery 
and equipment, derived from imported sources, is very large indeed. Thus if 
Canadian exports deteriorate and Canadian economic growth becomes less 
rapid, and if the associated investment opportunities decrease, one would 
expect a fairly large and rapid decrease in investment in machinery and equip- 
ment and a corresponding decrease in imports of machinery and equipment. 
If the investment opportunities deteriorate for reasons other than the decline 
of exports, it is probable that the inflow of capital into Canada would decrease 
and a corresponding change in the imports of equipment would occur through 
a mechanism similar to that just discussed. 


Quite a number of Canada’s imports are items for which the Canadian 
demand is highly income elastic, items such as various consumer durables and 
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other manufactured consumer goods. If the growth in Canadian income is 
less rapid, then the Canadian demand for these goods would decrease sharply, 
and imports of finished goods and materials for these uses would correspond- 
ingly decrease. The same argument would apply to foreign travel. 


Looking at Canadian imports in detail, and comparing these with the 
Canadian productive activity, one cannot help but be impressed by the number 
and importance of the places where there are more or less close substitution 
possibilities between imports and domestic sources of supply. Such a close 
substitution possibility exists for a very broad range of machinery and equip- 
ment, for automobiles and trucks and automobile parts, for primary steel 
products, for many basic chemicals, for textile products, and to a lesser 
extent for raw sugar, prepared fruits and vegetables and so on. The closeness 
of substitution possibilities over such a broad range of goods suggests that 
Canada has a really large over-all capacity to make adjustments in the relative 
role of imports and domestic sources of supply in meeting the Canadian 
market. Thus, if, for example, Canada’s export opportunities grow extremely 
well, then one would expect that imports would be substituted relatively for 
domestic sources of supply over a broad front. On the other hand, if Canadian 
exports went less well in the world market, one would expect that the sharing 
of the Canadian market between imports and internal sources of supply 
would shift in favour of the domestic sources. Because the range over which 
these substitution possibilities exist is so broad, it would take a comparatively 
small change in each area of possible substitution to produce a fairly large 
change in the over-all position of imports compared with domestic production. 


There are a number of instances of Canadian experience where it appears 
that this type of substitution has taken place. In Canada’s Balance of Inter- 
national Indebtedness, 1900-1913, Viner showed that in the period of very 
great increase in the capital inflow into Canada prior to World War I, a 
considerable substitution of foreign for domestic sources of supply took 
place over a very broad range of items. In recent years, particularly since 
1950, when once again Canada has experienced a fairly rapid increase in the 
rate of capital inflow, there is again evidence of a substitution of outside 
for domestic sources of supply over a broad range of items. This recent 
experience appears to be more than can be explained by the usual cyclical 
factors, and more than can be explained merely by a return to a normal 
trading position from the abnormal situation of the early postwar years. 


VII. Short-Run Changes in Imports; Effects of Various Short-Run 


Policies on Imports 


(a) Introduction 


In Chapter 2 of this study and in setting out the themes or theses of this 
chapter it was argued that much of the Canadian import experience between 
1930 and 1950 provides an unsatisfactory basis for setting out long-run import 
prospects, at least if the data are used in their raw form. This argument is 
based on the idea that the experience between these years reflects a mixture 
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of long-run and short-run forces and a number of changes in policy which 
have turned out to be temporary. Some examination of these short-run 
fluctuations in Canadian imports should be made, not only to support the 
proposition or thesis, but also to provide some sight on Canada’s short-run 
fluctuations in imports and the impact of various changes in policy. 


The observations which require some exploration are the following: 


1) the very sharp decrease in Canadian merchandise imports between 
1929 and 1933 and the rather slow recovery of those imports prior to 
World War I; 


2) the development of a balance of payments position such that Canada 
was a net exporter of capital throughout much of the period, 1930 
to 1950; 

3) the substantial increase in the proportion of Canadian imports derived 
from the United Kingdom during the 1930’s, a movement which 
appears to be sharply divergent from the long-run trend; 


4) the unusually low level of imports in the early postwar years, con- 
tinuing into 1950; 

5) the experience of short-run balance of payments adjustments, both 
cyclical and non-cyclical in origin, and particularly the role of imports 
in such adjustments. 


(b) The Abnormally Low Level of Merchandise Imports During the 1930's 


Canada’s merchandise imports reached abnormally low levels during the 
1930’s in the sense that the ratio of imports to the output of goods and services 
(or to the gross supply of goods and services coming available in Canada) 
was well below that which could be treated as normal. The ratio of imports 
to G.N.E. in selected years is set out in Chart VII. The ratio was lower in 
1933 than it has been in any subsequent peacetime year; even at its highest, 
in 1937, the ratio was only a trifle above that which is found in 1949, a year 
in which substantial special restrictions of imports were in force. To a lesser 
degree the imports of goods and services were also abnormally low, the smaller 
degree being accounted for by the relatively small fluctuations in the interest 
and dividends item. The same point, the abnormally low position of imports, 
is also illustrated by the data on the sharing of the Canadian market between 
imports and domestic sources of supply, set out in Table 14. These data show 
that there was a marked decrease in the import share of the Canadian market 
for many manufactured goods between 1929 and 1933, that some increase in 
the import share took place in the years between 1933 and the beginning of 
the war, but that at their highest points in the 1930’s the import shares were 
still well below those which had been experienced in the 1920’s. There are 
a few exceptions, but these are explained by other factors. 


The main influence in this rather sharp decrease of Canadian merchandise 
imports was the depression between 1929 and 1933 and the incomplete recovery 
which took place thereafter. During the 1930’s investment in new machinery 
and equipment was a much smaller proportion of G.N.E. than is found under 
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full employment conditions; the result is that imports of machinery and 
equipment, a rather larger part of the Canadian merchandise imports, were 
unduly depressed. (See Table 27.) In addition, expenditures on consumer 
durables (of the types which have comparatively high import content) made 
up a smaller proportion of the total national expenditure than would other- 
wise have been found, with a corresponding sharp decrease in the imports 
of such durable goods and parts or materials for their manufacture in Canada. 


Chapter 3, Chart VII 


CANADA: RATIO OF IMPORTS OF MERCHANDISE AND IMPORTS OF GOODS, 
AND SERVICES TO GROSS NATIONAL EXPENDITURE 


1926 1930 1935 1940 1945 1950 1955 


Ratio of Imports of Goods and Services to G.N.E. — —— - 


Long run ‘‘trend’’ of Ratio of Imports of Goods, 
and Services to Gross National Expenditure. 
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Long run ‘‘trend’’ of Ratio of Merchandise 
Imports to Gross National Expenditure. 
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Hatched lines indicate no data available 


A second explanatory factor is the increase in the protection of the Cana- 
dian manufacturing industry between 1929 and 1935, and the relaxation of 
this increased protection in subsequent prewar years. The increse in protection 
took several forms, including increases in rates of duties, the increased pro- 
tective effect of specific rates in periods of falling prices, and a very substantial 
increase in the administrative elements of the protective apparatus. The U.S.- 
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Canadian trade agreements of 1935 and 1937 restored the general level of 
protection to something like it was before 1930, though some elements of 
the increased administrative protection continued, and for certain segments 
of the Canadian economy the protection was greater after 1938 than it had 
been before 1929.8 While the average ad valorem rates of duty on dutiable 
imports and on total imports are a somewhat unsatisfactory measure of the 
degree of protection, they provide some illustration of the change that took 
place; these rates are set out in Table 28. 


A third factor which tends to make the imports abnormally low during 
the 1930’s was the capital outflow.® It is difficult to know whether this capital 
outflow was the result or the cause of the low level of imports. We tend to 
treat the bulk of it as an effect of the low level of imports, the argument being 
that, if Canada had carried out a higher level of economic activity there would 
have been both a higher level of imports and a smaller level of capital outflow. 
Inasmuch as some elements of the capital outflow were associated with deli- 
berate efforts by the governments to repatriate their embarrassing two-pay 
and three-pay foreign bonds, one is tempted to treat at least some part of the 
outflow as an autonomous element in the balance of payments situation. 


(c) The Abnormally High Proportion of Imports Derived from the United 
Kingdom During the 1930's 


When the current proportion of Canada’s merchandise imports derived 
from the United Kingdom is compared with almost any year in the 1930’s, 
one cannot help but be impressed by the very great decrease in the British 
share; indeed, in a number of official statements and in discussions in the 
press, such comparisons have been made. While there is no denying that a 
very great decrease in the British share of Canadian imports has taken place 
between the 1930’s and the present time, it is worth pointing out that the 
decline of the British share has been going on for a long time and that the 
British share in the 1930’s was unusually high. Selected data on the propor- 
tion of Canada’s imports derived from the United Kingdom have been set 
out in Table 29; these show that the proportion derived from the United 
Kingdom decreased from more than 30% prior to the turn of the century 
to about 16% between 1926 and 1929; however, the British share increased 
sharply in the 1930’s, moving against the long-run trend. Since that time, or 
more correctly since 1933, there has been a decline of very considerable degree 
in the British share, even after allowances are made for the extraordinary 
conditions of the early postwar years. 


The long-run decline has been discussed earlier; what we are concerned 
with here is the explanation of the abnormally large proportion of the Cana- 
dian imports derived from the United Kingdom during the early part of the 
1930’s and the subsequent decline in the latter part of the 1930’s. One of the 


8G. A. Elliott, Tariff Procedures and Trade Barriers, Toronto, University of Toronto Press, 
1955. 
9See D.B.S., The Canadian Balance of International Payments, 1926-48, Ottawa, 1949. 
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most important reasons is the very substantial increase in the margin of tariff 
preference accorded British goods in the early 1930’s, an additional margin 
which was more or less wiped out by granting the treaty rates of duty to the 
United States in the trade agreements of 1935 and 1937. A contributing factor 
to the increase in the British share may have been the price consciousness of 
purchasers and the increased activity of sellers in hard times. The continuing 
margin of British preference gave some price advantage to the British sources 
of supply compared with those in the United States throughout the 1930’s. 
A third factor is the pattern of Canadian exchange rate movements. It will 
be recalled that the Canadian dollar depreciated relative to the United States 
dollar in the early 1930’s but by a smaller degree than the pound depreciated 
against the United States dollar; this pattern was gradually wiped out in the 
later 1930’s.!° While the relative depreciation of the pound existed, it provided 
some additional price advantage to purchasing in the United Kingdom.?! 
Finally, the British share in Canadian imports of what we have called soft 
goods, that is, prepared foods, textiles, leather products and such like, is 
well above the average share of the United Kingdom in Canada’s merchandise 
imports. This is illustrated in Table 30. Further, in periods of decrease in 
levels of economic activity, a less than proportionate decrease takes place 
in the demand for these soft goods. The net result is that the import demand 
for these items decreases less than proportionately to the over-all demand 
for imports; and this is illustrated by Table 31. It follows that the demand 
for imports from the United Kingdom decreased by less than the average 
Canadian demand for imports. Thus, quite apart from changes in com- 
mercial policy or changes in exchange rates, one would expect that the 
British share in Canadian imports would rise in periods of falling economic 
activity and fall in periods of rising economic activity, at least when sub- 
stantial changes in the level of economic activity take place. All of these 
points had some bearing on the abnormally high level of Canadian imports 
from the United Kingdom throughout the 1930’s; the experience suggests 
that the rate of long-run decline in the British share in the Canadian market 
has been somewhat less rapid than one would think by making a comparison 
of any year in the 1930’s with the present time. 


(d) The Unusually Low Level of Canadian Imports in the Early Postwar Years 


In many of the discussions of import competition in the last few years, 
comparisons have been made between the experience during the early postwar 
years, particularly, between 1948 and 1950, and recent experience, particularly 
between 1952 and 1955. It has often been argued that Canada has been faced 
with exceptionally large import competition in the recent years. It is our 
contention that this is not a fair comparison, that what is being compared 
is a period during which imports were abnormally low with one in which the 
imports were more or less normal for a rapidly growing full-employment 
peacetime Canadian economy. 


10F, A. Knox: Dominion Monetary Policy, Ottawa, 1939. 
uThis was partly offset by arbitrary valuations of the pound for Canadian tariff calculations. 
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It is sometimes thought that the extremely high level of imports in 1947 
was the main factor in the balance of payments difficulty that developed 
during that year. In retrospect, it appears that the imports in 1947 were 
closer to a normal peacetime full-employment level than has been generally 
thought; the balance of payments difficulty is largely to be explained by the 
exceptional capital movements and the fact that Canada had not adjusted its 
export structure to the long-run opportunities of the postwar world. In any 
case, the imports in 1948 and in 1949, in real terms, were at much lower levels 
than in 1947.12 This is partly due to the emergency restrictions of Canadian 
imports, which were quite intense in 1948 and 1949 and which continued into 
1950. It was partly due also to the extremely short supply of imports from 
Europe. Imports from that area would have been relatively scarce in any case 
but the normal kind of payments adjustment which accompanied the large- 
scale foreign aid to Europe made European supplies even scarcer, particularly, 
for capital goods. In addition, in the early postwar years, prior to the devalua- 
tions in 1949, a set of exchange rates between North American and European 
currencies had grown up, which was quite out of keeping with the relative 
degrees of inflation which had taken place on each side of the Atlantic Ocean. 
The depreciation of the Canadian dollar in 1949 acted as a further restraint 
on imports at a time when the emergency import restrictions were being 
gradually relaxed. 


The combination of European recovery, the relative decrease in aid to 
Europe, the devaluations of the European currencies, the freeing of the 
Canadian exchange rate and the removal of Canadian import restrictions, a 
series of changes which took place between late 1949 and late 1950, all worked 
to remove a series of abnormal restrictions on the demand for or the supply 
of imports to Canadians.!3 Much of the increase in Canadian imports since 
that time has been a re-establishment of a normal competitive import rela- 
tionship. In addition, of course, there has been the adjustment of Canada’s 
balance of payments to the substantial inflow of capital; this has worked 
in the same way as the other factors, tending to increase imports. However, 
even this may be looked upon as a normal kind of situation, in that net inflows 
of capital have characterized Canadian full-employment peacetime periods of 
rapid economic growth. 


The exceptionally low level of imports in 1948-49 and in 1950 also shows 
up in the abnormally low level of the ratio of imports to Canadian consump- 
tion of various manufactured goods. Across a rather broad range of Canadian 
manufacturing, the import share of the Canadian market was substantially 
lower in 1948 and 1949 than it was in either 1947 or 1937; we have argued 
elsewhere that even in 1937 the import share of the Canadian market was 
somewhat below normal for many manufactured goods. Corresponding with 


2H, C, Eastman, ‘‘Recent Canadian Economic Policy: Some Alternatives”, CJEPS, May, 
1952; D.B.S., Review of Foreign Trade, various issues. 

13F, A. Knox, C. L. Barber and D. W. Slater: The Canadian Electrical Manufacturing Industry: 
An Economic Analysis, Toronto, 1955. 
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these abnormally low rates of import of many manufactured goods we 
find exceptionally rapid increases in Canadian production of certain 
manufactures. If our judgment regarding the exceptionally low level of imports 
is correct, then it follows that the increase in Canadian manufacturing activity 
across a fairly broad range of areas which compete with imports was excep- 
tionally high in the early postwar years. In other words, the early postwar 
years do not provide a satisfactory guide to the long-run prospects for growth 
of these industries. 


(e) Short-Run Balance of Payments Adjustments: The Role of Imports 


It has been argued earlier that Canada has not had any serious long-run 
balance of payments problems, partly because of the many and powerful ways 
in which imports are kept in step with exports and capital inflows into Canada. 
Long-run balance of payments stability is, by itself, no guarantee of avoiding 
short-run balance of payments problems. This section is concerned with the 
short-run aspects of such adjustments; cyclical fluctuations will be considered 
first and other short-run adjustments later.14 


Despite wide fluctuations in exports and in what might be thought of as 
the autonomous elements of capital inflows into Canada, we have not had 
great short-run balance of payments problems, in the narrowest sense of that 
term (with one or two such exceptions as 1928-29, and 1947). By the narrowest 
sense we mean balance of payments problems such that the country was 
running out of foreign exchange reserves, or was experiencing very large 
changes in foreign exchange rates, or was having to engage in a series of special 
measures to restrict imports or to boost exports. The absence of very great 
short-run balance of payments problems in such a situation must be due to a 
rapid and powerful downward adjustment of imports, particularly, in view 
of the historic stability of debt service charges in Canada’s current account 
debit position. Such rapid changes in the level of imports have taken place; 
indeed, the indications are that in periods of depression the ratio of imports 
to G.N.E. has tended to decrease somewhat more rapidly than the ratio of 
exports to G.N.E. In the study of Canadian-American economic relations 
being carried out by the Commission, this point has received considerable 
attention; Canada has had somewhat smaller fluctuations in economic activity, 
particularly in small cycles, than have been experienced in the United States. 
The different experience apparently cannot be explained by differences in the 
over-all demand for goods and services in the two countries; a major factor 
appears to be the wider amplitude of fluctuation of Canadian imports than 
of Canadian domestic economic activity. 


“By now there is substantial literature on Canada and the business cycle, particularly on the 
experience in the 1920’s and 1930’s. See: V. W. Malach, International Cycles and Canada’s 
Balance of Payments, 1921-33, Toronto, University of Toronto Press, 1954; E. Marcus, 
Canada and the International Business Cycle, 1927-39, New York, 1954; R. B. Bryce, 
‘“‘The Effects on Canada of Industrial Fluctuations in the United States”, CJEPS, August, 
1939; A. E. Safarian ‘“‘Foreign Trade and the Level of Economic Activity in Canada’, 
CJEPS, 1952; E. J. Chambers, ‘‘The 1937-8 Recession in Canada’, CJEPS, August, 1955. 
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Having argued that Canada has not experienced great short-run balance 
of payments problems of a cyclical nature, we must nevertheless recognize 
that this is attributable to the fact that Canada has had quite large fluctuations 
in economic activity positively correlated with fluctuations in the level of 
exports or in the more or less autonomous inflows of capital into Canada. 
Even if these fluctuations have been somewhat smaller than in the United 
States and even though they have been accompanied by more than propor- 
tionate fluctuations in imports, it nevertheless remains true that balance of 
payments difficulties have been avoided largely as a by-product of substantial 
fluctuations in economic activity. This is why we say that Canada has had 
no short-run cyclical balance of payments problems in the narrowest sense 
of the term; they have been avoided largely by means of unemployment and 
levels of income less than those that could potentially be achieved. 


The interesting question for us to explore is the way in which the imports 
have become adjusted to these cyclical fluctuations, in particular, the reasons 
why the fluctuations in imports appear to be somewhat greater in amplitude 
than the fluctuations in economic activity. Three reasons have been advanced 
to explain this phenomenon: 


1) it has been suggested that in periods of declining economic activity a 
more than proportionate decline takes place in a number of activities 
which have extremely high import content, such activities as expen- 
diture on new machinery and equipment and on consumer durables 
and miscellaneous manufactured consumer items; 


2) it has been suggested that the more than proportionate fluctuations 
in inventories accompany fluctuations of the level of economic activity 
and that a very large part of this fluctuation in inventories spills over 
into a fluctuation of imports; 


3) it has also been argued that the division of the Canadian market for 
many kinds of goods between imported and domestic sources of supply 
tends to shift in favour of the domestic sources of supply during periods 
of falling activity and tends to produce increasing ratios of imports 
in periods of rising economic activity, particularly, as full employment 
is reached. This latter point is suggested as a by-product of the structure 
of Canadian industry, which in turn is substantially attributable to the 
structure of the Canadian tariff. 


Some investigations of these three lines of argument is undertaken in the 
study of economic relations between Canada and the United States.'* There 
is no question but that the investment in machinery and equipment has 
fluctuated more widely than the general level of demand for goods and services 
in Canada, even in short cycles, and that the import content of such invest- 
ment expenditure is extremely high. Thus, the changes in the mixture of 
Canadian demand as economic activity rises and falls are parts of the explana- 


isJrving Brecher and S. S. Reisman, Canada-United States Economic Relations, Ottawa, 1957. 
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tion of the more than proportionate fluctuation in imports. The same point 
holds for the more durable items in consumer expenditure. 


Regarding short-run balance of payments problems of non-cyclical origin 
it should be pointed out that the Canadian economy appears to have a very 
considerable capacity for adjustment. In the first place, the experience under 
the freely fluctuating exchange rate arrangements and under full employment 
conditions suggests that the capital flows, or more correctly, the short-run 
elements of the capital flows, appear to behave in a compensating manner. 
Secondly, when an economy is close to full employment (but not in an infla- 
tionary situation), that economy seems to have a rather high capacity for 
making minor adjustments in the allocation of resources. If short-run balance 
of payments difficulties arise and these are not fully offset by the changes in 
the short-term capital accounts, one would expect that the Canadian exchange 
rate would move adversely and that a comparatively small change in the 
exchange rate would provide an incentive over a broad enough range of 
export and import-competing industries to produce a fairly sizable balance 
of payments correction. In any case, Canada has fairly substantial exchange 
reserves; it is precisely these circumstances in which it would appear sensible 
to use some of the exchange reserves or the lines of credit which are available 
through international institutions and other central. banks. 
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Table 16 


SELECTED DATA ON IMPORT SHARES OF THE CANADIAN MARKET 
IN RECENT YEARS BASED ON CURRENT $ VALUE DATA 


(imports as percentage of the Canadian market) 


Groups 1950 1952 1953 


Machinery and equipment, excluding electrical apparatus 


1, Nd usta anaAcninecy = Somers seer ee ae ee ee he 54.6 58.2 n.a. 
rl Construction macninery... 2) eee eee ee GTA 74.3 “4 
1.2 Logging, sawmill and wood working machinery (*) 78.4 fs 
1.3 Printing and publishing machinery.......... 98.8 97.9 ss 
L456 Metal-wotkinge machinety. 2). teajoc. eee 86.6 76.4 x 
1.5 Elevating and conveying machinery......... RPP) 37.3 a 
TG 2° COMpressOls a: ae cles Cree ene rte ars 46.9 38.2 ats 
PPOPulp and paper Machinery. yen tcies es eee 16.0 18.8 
1.8 Boilers, heat exchangers and pumps......... 5.3 13.8 ¥ 

2.) Mining androizwellequipment=-t > ta. ore. 93.6 90.5 i 

S.ukarmimachinerys. ye elesrce wie-cue cetera. 69.7 O2a/ 7: 

Aya Olice mac Mines Wire. tier ag eagcte ee ee ae cpeta a teas none 29.3 50.0 oe 

5. Professional and scientific equipment........... 69.8 hore pe 

6., Carpenters sand mechanics: 1dolStren se eee: 30.7 38.6 a 

7. Miscellancous durable machinery 2 srr.2- 2 +o 36.2 R3u7 3 

S$: Durablecontainerse ees eee eae eke 24.8 41.4 7 

OMMOiice and store TUurmture;dand fxtUresi aes er 4.9 8.2 o 

10. -Bocomotives-and:ratlroadicars #3171 ow eae 14.6 5.4 * 


Other groups 


11. Electrical -apparatus‘and supplies... 2... ..%)s TSS), eG 24.9 
List Parce electrical appiances te Se eee 16 fees 33.0 36.1 
fic? Heavy electricak appabatus ce aces eens 23.1 28.0 28:1 
1133 Radio andelectronicvequipmenta, 3.2 ase <e 23.6 Doak pas 
ii4. Smallelectrical: appliances -ne-) ns cunaeue ea 11.6 20.9 25.8 
14:5 Lreht-electricalapparatc ns 7s eee 6.8 92. eae 

ADs WBICV CICS eo cecisce Ses es celas teen ee ee nce ees Ra rere or ocean jae 19.8 DA pal 

135 ANIOCOMVERICIESs 3 cs Cae Oo oe ete Le ee 4.2 12.1 7.0 

14. IMotorwenicle parts 2. ski scertees le © eeiene tetera 28.0 45.3 46.2 

152 y@ottonm textiles a. eee ee ee 19.1 24.0 26.4 

LG; SSW GOI tEX tiles 3 a5 a2 viteara's van tye eens art soric aerate 2359 23.4 30.8 

7A SVEN ELIC LOXlGS:, Soya. eaten oe eee nea ee 14.9 19.5 Doe 

PS) Basic: Chemicals a7,.q ¢ eal ei. cote ee sere pretence tees — ~-- 33-9 

197). Petroleuin products: 2.8. styonck eee a See ee res WAY 16.7 -— 

203) Allied chemicals nu. +. sac eee Oe eee ~~. a 12.6 
20. la Paints, pigments and varnishes.) +/.-.aeee mer 17.0 14.2 16.2 
20:22" Medicinal and pharmacetitical. 1... .....6 en on 205 20.8 20.3 
ZOBAASOADS FILE Ao heats be ne eda See eee ete 1.3 0.9 1.0 
204 4s Olletpreparations .} Ula) lle. ere eee 21.4 28.0 31.8 

21, Glass DrOGucts <0 cam aracichrayl tetas eee ee 39.6 34.6 38.1 

Do AUD DET DT OCUCES ack .ht . ean erate eee oa a eae 5.9 7.8 7.9 

23. Printing, publishing and allied trades........... 9.4 10.4 a) IE 


Source: See Appendix A. 
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Table 17 


CANADA: CHANGES IN THE RATIO OF EXTERNAL TRADE TO 


PRODUCTION 
Merchandise Imports Merchandise Imports 
imports of goods imports of goods 
(per National and (per National and 
Accounts) as services as Accounts) as services us 
% of G.N.E. &GofG.N.E. FofG.N.E. % of G.N.E. 
(both in (both in (current $) (current $) 
1949 $) 1949 $) 
1926 18.3 30.0 18.4 28.7 
1927 19.9 27.4 18.7 28.8 
1928 21.8 3229 19.8 29.6 
1929 23u7 36.5 20.6 3145 
1947 19:2 Die 18.5 26.3 
1948 16.8 PTE | 16.7 28:3 
1949 16.5 78) 16.4 23.3 
1950 16.8 24.3 bed 24.8 
1951 18.5 Doe 19.1 201 
1952 isnt 24.9 16.6 D2 
1953 12 26.0 17-2 239 
1954 18.6 25.6 16.1 279 
1955 193 26.6 17.0 24.0 
Average 1926-29 2h 31.8 19.4 DOT 
Average 1935-39 1533 29.1 L293 24.4 
Average 1951-55 18.8 25.8 Tek 24.0 


Source: Computed from D.B.S., National Accounts, Income and Expenditures, various issues. 


Table 18 


CANADA: GROWTH IN SERVICES, CONSTRUCTION, AND 
EXPENDITURE ON MACHINERY AND EQUIPMENT AND ON 
SELECTED DURABLE CONSUMER GOODS 


Average Average Average 


1926-29 =1935-39 =: 1951-55 
1. Gross Domestic Product, selected services as % of 


Ola GITOSS _DOMESticCaPrOdUCE. 4 <24., ca ee sous we cos 35.0 a9 35.8 
2. Gross Domestic Product, construction industry as % 

OrtotalsGross Domestic Product 2. Secs. « «poe: 5.3 4.9 5.6 
3. Public and private investment in machinery and equip- 

PICU SAS EO STNG Eley estrone ane Rene aie orien fee Tol 4.9 8.5 
4. Personal expenditure on selected group of durable 

BOOS een ce tes Bee 9st BSc FEA ee ids ek lege oe 53 4.2 Sf 


Note: The concept, Gross Domestic Product, has been defined in the study Output, Labour and Capital in the 
Canadian Economy prepared for the Commission. (In the aggregate Gross Domestic Product differs in 
minor degree from G.N.P.). Lines 1 and 2 of this table have been computed from data made available in 
this study. The selected services include wholesale and retail trade, finance insurance and real estate, 
business, personal and recreational services, government and community services, and residential rents. 
The data on public and private investment in machinery and equipment have been taken from the publica- 
tions by that name, by the Department of Trade and Commerce. Adjustment of the data between 1926 
and 1932 has been carried out by the staff of the Commission. 

The selected group of consumer durable goods differs a little from the concept used in National Accounts; 
the group used in this Table includes jewellery and watches, household appliances and radios, purchases 
of automobiles for personal use and personal expenditure on auto parts and accessories. 
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Table 19 


CANADA: NET FOREIGN INVESTMENT AND G.N.P. 


Net 
foreign Imports Exports 
G.N.P. invest- of goods of goods NFI Imports Exports 


mentin and and as%of as%of as % of 
Canada services services G.N.E. G.N.E. G.N.E. 
I Ps =) 4 5 6 7 
1901-05 average 1,130 66 309 248 a2 27.6 21.9 
1906-10 average 1,696 Loy 499 342 a3 29.4 20.2 
1911-15 average 2,436 303 834 531 12.4 34.2 21.8 
1921-25 average 4,518 —14 1,265 1,279 —0.3 2h9 28.3 
1926 5,294 —128 | Ni PP 1,650 —2.4 28.7 4 7 
1927 5,647 11 1,629 1,618 0.2 28.8 28.7 
1928 6,105 35 1,808 1173 0.6 29.6 29.0 
1929 6,166 313 1,945 1,632 5.1 31.5 26.5 
1926-29 average 5,803 58 e126 1,668 1.0 29.7 28.7 
1930 5,546 339 1,625 1,286 6.1 29.3 pe 3 
1931-33 average 3,960 91 oon 866 OR) 24.1 PAM!) 
1934-39 average 4,896 —141 1,190 17331 —2.9 24.3 242 
1940-45 average 10,152 —322 2,551 2,873 —3.2 Zoek 28.5 
1946 12,026 —332 2,878 3,210 —2.8 23.9 26.7 
1947 13,678 — 17 3,621 3,638 —0.1 26.3 26.4 
1948 15,613 —418 3,636 4,054 —2,7 23.3 26.0 
1949 16,462 —174 35837. 4,011 —1.1 vB Pe 24.1 
1950 18,203 wisn) 4,513 4,183 1.8 24.8 23.0 
1951 21,474 524 5,613 5,089 2.4 26.1 23.7 
1952 233250 —173 5,400 wyeoy ls) —0.7 ps 24.0 
1953 24,473 443 5,843 5,400 1.8 23.9 2 
1954 24,317 327 5,574 5,147 13 229 212 
1955 21,6079 657 6,430 =e ss) phe 24.0 pa be 
1952-55 average 24,703 314 5,042 5,468 133 fe Me 22.1 
1956 29,866 1,389 7,699 6,310 4.6 2537 213 


Norte: + =Investment in Canada; 
— =Net foreign investment by Canadians. 


Source: Cols. 1, 2, 3, 4: 1901-25. K. A. H. Buckley, Capital Formation in Canada; 1926-56 D.B.S., National 
Accounts, Income and Expenditures, various issues. 
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Table 22 


SELECTED DATA ON IMPORTS AND PRODUCTION OF PETROLEUM 
PRODUCTS 


Unit 1920 1930» =.1940) 194519501955 
Canadian production of 


crude petroleum........ 000 bbls./ 
day I 4, 23: Dae ps ei F327 
Imports crude petroleum... “a 30. 80. i 156. -. Zion oe 
Imports of 
petroleum products..... % 18. 2Z. 19, 18. 85. 93: 


Petroleum products: 
domestic supply = 


production plus imports. , 49. 106. 159. 197: ~ 380. 678: 
EXDOtise ces is ene a 0. 0. 0. Vy 0. i ba 
Domestic consumption of 

petroleum products..... > 49. 106. £59: 197.. 380. ‘623; 


Imports of crude as % of 

Canadian production of 

crude petroleum. «7 9-2 Wi 3000.0 2000.0 508.7 678.3 268.8 63.0 
Exports of crude as % of 

Canadian crude 


PLrOGUCHOUT EE. c=. eer % — — — — — ro3 
Imports of crude as % of 

domestic supply........ J, 61.2 152) 2413.6.- sh 92a GO6.C mea 
Imports of products as % of 

domestic supply........ % B6«/ 20.8 11.9 9.1 22.4 137 


Imports of crude and 
products as % of 
consumption... 7aJ4- OG 98.0 96:2) 85,5) 88.3 ISS sa 


Nore: All the data have been converted to equivalents of barrels of crude petroleum. 
Source: Data taken from John Davis, Canadian Energy Prospects, Ottawa, 1957. 


Table 23 


SELECTED DATA ON CONSUMPTION AND IMPORTS OF TEXTILES 


1926-29 1935-39 1945-49 1950 1951 1952 1953 1954 
Synthetic textiles, 
consumption as % of 


total textile consumption 3.4 8.1 16.0 20.2) 233) 27:55 265 ee 
Synthetic textiles, imports 

as % of consumption... — 10. 14. 8. 8. £3 15; | 
Wool textiles, imports as 

% of consumption..... — PD DATE 24. 24. 3h: 33. a. 
Cotton textiles, imports as 


% of consumption..... — 18. pa 19. PAT 29. 32: 30. 


Note: All the original data were measured in pounds of fibre content. 


SouRCE: Computed from data in The Canadian Primary Textiles Industry, prepared for the Commission by the 
National Industrial Conference Board (Canadian Office), Ottawa, 1957. 


ANALYSIS OF IMPORT TRENDS 


Table 24 


AVERAGE AD VALOREM RATES:OF DUTY ON DUTIABLE IMPORTS, 
SELECTED GROUPS OF IMPORTS, 1927-28 AND 1953 


Group 
1. Average ad valorem rate of duty on dutiable imports. 
Higher in 1953 than in 1927-28. 
PMV HEPES IND TOCUICES ity ha, pat arte techs in ceace erence sechere eee aatee OM 
PE SVU CLIC LO XC EStea erties acer  tskenn ee a Seas Reed 
main SMPISIMeNtS and Varnishes. 004-0 « ac Sum sl) ae Uso cas mens oo 
MECaTCtAICaS CEU OSes LOCUCES facatcct < «kts Ao oe Heke oels aes 
MmCNeMICalS — yal COMOIS).® 3. lav cdeeie © «ec ci dckale ie: Sak ANON, woke Wb ohn Bike 


MAP WN 


2. Average ad valorem rate of duty on dutiable imports. 
Lower in 1953 than in 1927-28. 


A. By more than 50% of 1927-28 rates. 
PUN VRING SURG ic fe take in ahi Ce eee ns ack MEL Wa, MRE hw dik Meteo 2 


Sree Orla CEprOdUC Scns 4 nk ce crete ts are eet os A ARO es wie OEMS us 
AMACELOLCUTIE, Ol OCUICES es a. spain tan eo a othe aia) as fae, Sa etems a 


B. By more than 25% but less than 50% of 1927-28 rates. 

PCO OStINSS ANCL OLDIES... Gee pile cst. eel ave aisle ane wemteeane, Mea ee 
PA LUDES, Pi Pesta Mes tUINGS eed wt 4.5 5 4 ps tolace orp esis Be Gre veecrerae 
MEE SINS OMG DOMCT OS ewker Ri aoc eared SOs MOOS ee cee 
& Non-agriculturaltmachinetyars: «cee Wins. see tad. ake oles 
PEE ALOWAl Cra NOL CULICT View: cusaci ames ee oie 8 ace acoks Wae RES 
PET OOIS CHCE NANG sINPLCHICNES.. eatin sre ser are ace. oc arate cone oe 0 0s ded 
Me BASS. PLOCUCIS .-b9s ae R ACTS Sete arc, oie x WAS oo ig RS ey ol uss 
GLASS ROCUC Sm et oteeee ais act Vera ake cele fea secs ora ys ek eae oh a 
Fe AMIMUSeMeNts Gd SpOrine BOOUS... 4 5. cok ves a noe sles. ccs 
. Household equipment (mainly refrigerators)............... 
mocientitic and educational equipments)... 06 air ter sates oss 


mH OO MOANA UNF WN 


— 


Cc. By more than 15% but less than 25% of 1927-28 rates. 
EAC ORLON- ONG una MUL ACLUILES ied. 5 ice cor chats, Le ete ts ome ins ote 


E. By less than 10% of 1927-28 rates. 
PROD ACCOMM ray oicic AOAC Tas ie pete ai cacotenienes Scie slate > 
Dee Rolling smallipnoduces. memrstnes b cchgreie orate ont ore aie Beales 
SEC LOCKS AN CEIWALCLICS 3 ats Wet ese sone ee eee tener ome geet ta sc 
42eaMiiscellancousaychiclesnentac ee cee Oe ce eee es 


1927-28 


50.14 
20.64 
24.16 
14.69 


30.26 
23.64 
26.99 
22.98 
22S 
20.15 
24.44 
21.20 
30.22 
29.41 
23.07 


24.18 
24.1 

21S 
25.60 
DBA 
26.45 
19.47 


18.30 
24.31 
14.90 


62.35 
10.34 
21.56 
21.49 


1953 


7.85 
2507 
ee)! 
17.50 
39.90 


1233 
8.86 
11.26 
5.99 


15.84 
16.11 
18.85 
13.20 
EONS 
18.38 
18.87 
E378 
22,18 
20:93 
16.24 


19.98 
18.71 
19°92 
20.14 
19.47 
20.80 
15.98 


14,52 
22.58 
11.98 


61.04 

9.82 
21535 
19.82 


Source: Computed from Trade of Canada and from a special tabulation of Canada’s imports prepared by D.B.S. 
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Table 25 
CANADA: SELECTED RATES OF CUSTOMS DUTY 
Present On imports On imports 
Tariff 11 Item Year from U.S. from U.K. 
427 All machinery composed wholly or in 1928 30% 20% 
part of iron and steel, n.o.p., and 1930 30% 15% 
complete parts thereof 1930 35% 20% 
1933 35% 10% 
1936 25% 10% 
1949 22506 10% 
427a Same as above, except ‘‘of a class or 1928 10% Free 
kind not made in Canada”’ 1930 20% Free 
1936 20% Free 
1939 10% Free 
1949 1.5% Free 
523 Woven fabrics, wholly of cotton, not 1922 25% 12:595 
bleached, mercerized, not coloured, 1930 22.5% P2526 
n.O.p. 1930 25% plus 17.5% plus 
4¢/Ib. 3¢/lb. 
1933 se 15% 
1936 i i 
1939 17.5% plus 
3¢/lb. 15% 
1950 15% plus 
3¢/Ib. 15% 
523a Woven fabrics, wholly of cotton, 1922 235% 15% 
bleached or mercerized, not coloured, 1930 2577 15% 
n.o.p. 1930 27.5% plus 20% plus 
4¢/Ib. 3¢/Ib. 
1933 = 20% 
1939 20% plus 
3¢/1b. ee 
1950 17.5% plus 
3¢/Ib. 175% 
445g Electric motors and complete parts 1929 21.99% 15% 
thereof, n.o.p. 1930 OH bia i 15% 
1931 37% guys 
1936 30% 25% 
1937 30% 15% 
1938 25% 15% 
1947 pie 15% 
445k Electric apparatus and complete parts 1929 21% 15% 
thereof; including instruments and 1930 30% 15% 
meters, industrial-control equipment, 1931 30% 15% 
Reng Cae 3 te ee EMRE AM ENP act 1936 25), 15% 


1947 22.5% 15% 


Source: The Customs Tariff and Amendments. 
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Table 26 


DUTIES AND IMPORT SHARES OF THE CANADIAN MARKET — 
SELECTED DATA 


(percentage ) 


Group of products 


Rubber manutactures:... 20: ss eae sews ts 
Printing, publishing and allied trades.... 
Motor vehicles and parts a) parts...... 

by svehiciowak 
Gross-and- Products... aise ne BR he ole 
Medicinal and pharmaceutical products. . 
Paints, varnishes and lacquers.......... 
WiOONCH TeNtHeS (hoc. tr otek aw ees oe 


aApproximately. 


Average ad valorem 


rate of duty on 
dutiable imports 


1928 1938 
TS a8 
DAs C228 
57] 20.6 
pipes oi 
25:3-9--419)5 
149-7 18.3 
a7 es | 
94> 23-6 
23.0° 14 


i pe) 


19.9 
17g 

f20.1 

\ 
13.8 
19.5 
2 
18.7 
20.0 
13.2 


Import share of 
the Canadian 


1928 


5.0 
11.4 
80.0 
24.0 
42.8 
22.8 
16.7 
54.0 
2A 
60.4 


market 
1938 1953 
1.9 5.9 
11.4 10:5. 
54.0 46.2 
11.8 11.1 
37.0 38.1 
16.5 25.0 
13.9 15.0# 
pA he 26.0 
15.6 DANG 
52.4 60.02 
Table 27 


CANADA: SELECTED YEARS, INVESTMENT IN MACHINERY AND 
EQUIPMENT AND EXPENDITURE ON SELECTED CONSUMER 
DURABLES AS % OF G.N.E. 


(all in current dollars) 


Year 


1926 
127 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1.37. 
1938 
1939 


Source: (1) G.N.E.: Canada National Accounts, Income and Expenditures, 1926-50. 


Investment in 
machinery and 


equipment as 


% of G.N.E. 


4.9 
5.8 
6.2 
Yee 
6.3 
4.3 
22 
2.4 
29 
3.4 
3.8 
Se 
e)ys, 
4.6 


Expenditure on 
selected consumer 
durables as 


% of G.N.E. 


44 
4.4 
4.9 
5.0 
4.4 
ope 
3.6 
33 
30 
4.3 
4.4 
4.5 
4.4 
4.0 


(2) Investment in machinery and equipment: National Accounts, 1926-30 adjusted by the Commission. 


(3) Selected Consumer Durables: defined as jewellery, household appliances, autos and auto parts and 
accessories; revised data have been made available by D.B.S. 
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Table 28 


CANADA: AVERAGE AD VALOREM RATE OF DUTY ON IMPORTS, 
SELECTED YEARS 


(percentage ) 
Average ad valorem 
rate of duty on 
Dutiable Total 
imports imports 
1928 24.4 | pep 
1929 24.4 154 
1930 24.9 16.0 
1931 28.9 19.1 
1932 30.0 19.1 
1933 29.6 17.4 
1934 28.4 16.3 
1935 27.4 jp. 
1936 25.0 13.8 
1937 24.0 13.0 
1938 24.3 13.6 
1939 24.2 13.8 
Source: Trade of Canada, Vol. I, 1947. 
Table 29 
PERCENTAGE OF CANADIAN MERCHANDISE IMPORTS FROM U.K. 
Year Percentage 

1896 (fiscal) 31:2 

1900 (fiscal) 25.6 

1906 24.4 

1912 (fiscal) 22.4 

1926 (calendar) 16.3 

1929 15.0 

1937 2OeT 

1933 24.4 

1934 Pie | 

1936 19.4 

1937 182 

1939 152 

1947 7.4 

1948 Tis 

1949 11.1 

1950 eT 

1953 10.3 

1954 9.6 

1955 8.5 


SouRCE: Computed from various issues of Trade of Canada. 
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Table 30 


SHARE OF U.K. IN CANADIAN MERCHANDISE IMPORTS OF SELECTED 


GOODS 
(percentage ) 

1929 1937 

Selected agricultural and animal products, mainly foods, beverages 
AUN ODAC COE ie are Loh erae Syne eo a ais aE Ss a sak, dane onete ot 22) 14.5 
Textiles; furs, hides and skins and leather products «<i... oe. 0.60 cues: 32.4 42.3 
Selected: capitaligoods and consumer durables... 6. ee ce oe eos wes « oak 8.1 
Selected industrial materials, mainly for the manufacture of durables. . 9.2 19.8 
RS FIC Hal CIS emai wetele Peltier ad UI cS oane Sioa payne, Saree ar EEN eee eee wR ae Ok 13.9 20.9 
BalcIsra iG TIDiICADLS ORG. «ee a8 we Sate ditu 8 Ao erate kein glans Ps bane broke et eke 3.8 6.0 
Miscellanecous‘consumer SOOUSL aha. eiaewt. f... hae ele PoE Rin wae oe 16.3 18.2 
bPOtahinipOriss..(c oa. Gs sos 5 Ss A ER eR ee CORES GE . LSit 18.2 

Source: Appendix D, Table IV. 
Table 31 


CHANGES IN THE VALUE OF SELECTED GROUPS OF IMPORTS, 
O29 eT O93 3 SANDE O29 STON OS7, 


1933 1937 
as &% of as % of 

1929 1929 

Selected agricultural and animal products, mainly food and 
DE VETAGES Pete Nene ret ale care eg OAT scat ee Parteners 36.8 56.9 
Textiles, hides and skins, furs and leather.................. 34.5 58.0 
Selected capital goods and consumer durables.............. 16.8 58.4 
LoduUsthia iniater alsa. pratiote nei 2 aioe abit. Ske ee Seek ee 24.0 66.8 
CETVCIRIICAIS eee oe ha chr tIee! Ae Ae OEE SER RN einai 60.0 93.0 
Ruets andsibricants: stese noe are Sli tainn tld ateaet 43.8 ABS 
DVEISceManeOUS ISOOdSHe Mee ceerets trea ne att aan odd eee ok 34.9 62.6 
BDOLAL AEN PORES sector ors states aoe rer Lee a, ors Ais She LL 30.0 62.2 


Source: Computed from data in Appendix D, Table I. 
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CANADA’S FUTURE IMPORT PROSPECTS, 
AN OVER-ALL QUALITATIVE VIEW — 
GENERAL STATISTICAL RELATIONSHIPS 


I, Introduction and Summary of Results 


Chapters 4 and 5 of this study are concerned with Canada’s import prospects. 
In this chapter we take an over-all or aggregative approach to the problem, 
considering total merchandise imports and the main types of invisibles. Two 
methods are used, the first being a general qualitative argument, the other 
being the application of simple statistical relationships which have had some 
popularity in the last 15 years. In Chapter 5 we build up the import prospects 
for particular groups of imports, adding up the values for the particular 
items to obtain a total. 


The over-all or aggregative approach has the attractions of simplicity and 
of permitting the grand sweep of a few influences to stand out sharply. It has 
the weakness of neglecting many relevant factors and much economic intel- 
ligence. It provides little basis for judging the prospective content and geo- 
graphical characteristics of Canada’s imports. These weaknesses are overcome 
in the detailed analysis in Chapter 5. 


Neither the aggregate nor the details of Canada’s future imports can be 
forecast in the abstract; the magnitude of the imports depends on the size 
of exports, the direction and level of international capital flows and the level 
of Canadian import restrictions, as well as on other factors. Further, the 
composition of the imports depends on the structure of demand in Canada 
and the structure of Canada’s commercial policy, to mention only two classes 
of influence. Thus the central problem in forecasting imports is to analyze 
the import implications of various possible situations as regards demand, 
costs, capital flows, commercial policy and such, together with the consistency 
of the import and other facets of Canadian economic prospects. 

In thinking about Canada’s import prospects it is important to distinguish 
between two levels of analysis: (a) the probable imports assuming that no 
substantial deficits or surpluses arise in the balance of payments; (b) the 


AN OVER-ALL QUANTITATIVE VIEW: GENERAL STATISTICAL RELATIONSHIPS 


probable adjustment of imports if a balance of payments deficit or surplus 
appears likely from the initial import and export studies. This chapter is on 
the first level; it pays no attention to balance of payment considerations. The 
reconciliations of import prospects, export prospects and other features of 
Canada’s economic prospects is our concern in Chapter 6. 


It is the preliminary judgment of this chapter that, with the existing com- 
mercial policy, the long-run ratio of Canada’s imports of goods and services 
to G.N.P. will decline slightly from 1953 levels, (26%) to 22% to 24% by 
1980. 


II. The Theory of International Trade and Models for Forecasting 
Canada’s Imports 


Let us turn for a moment to the theory of international trade, in order 
that we may be clear on what it is that we are forecasting and the steps involved. 
An early step in constructing a theory of international trade is to ask, given 
a set of international prices, transfer costs and tariffs, what are the demands 
for imports by a country.! The answer for this turns on the tastes of people 
within the country, the availability and prices of productive inputs and the 
general supply conditions within the country (and thus, the incomes of the 
people). Having asked about the international demands of a country under 
a given set of conditions, the theorist must go on to other steps, asking about 
the exports which the country would like to achieve under the given conditions 
and ultimately about the consistency and reconciliation of the various export 
and import desires of various countries. To analyze changes in foreign trade 
the theorist would have us consider the implication of each change for the 
import and export desires of various countries and, again, the process of 
reconciliation of the various desires of various countries. 


In a sense we are only concerned here with part of the analysis, with the 
step of asking about import desires of Canadians under various specified 
conditions. 


Canada’s demand for imports of any particular commodity is a derived 
demand. Canadian consumption of the commodity will depend on the incomes 
in Canada, the tastes of Canadians, and the prices of various goods and 
services. Canadian output of the commodity may meet varying proportions 
of the Canadian demand, depending on the techniques of production, costs 
of productive inputs and the prices of this and other commodities. In most 
cases the foreign price of the commodity from foreign sources may be taken 
as a datum, influenced or determined in only minor degree by Canadian 
actions. The Canadian price may differ from the foreign price by greater 
or lesser degree depending on Canadian commercial policy. At any given 
foreign price for the commodity, there will be a maximum Canadian price, 
and a division of the Canadian market at that price between Canadian and 
foreign suppliers. 


1The better-known works on the theory of international trade are set out in Part A of the 
Bibliography to this study. 
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It follows that speculation about Canadian import desires under various 
conditions, (even this is only a partial step in a complete analysis) may be 
broken down into four steps: (1) consideration of the effects of the prospective 
economic conditions on the total demands for various commodities in Canada; 
(2) changes in Canadian supply conditions in the production of import-com- 
peting goods; (3) changes in world prices; (4) changes in the difference between 
world and Canadian prices brought about by changes in Canadian commercial 
policy. For some purposes it may be convenient to focus attention on the 
probable sharing of the Canadian market between foreign and domestic 
sources of supply, the sharing being the joint result of (2), (3) and (4) listed 
above. 


We can sidestep some of the issues temporarily in our forecasting. For 
example, we can assume temporarily that the structure of international prices 
remains unchanged from that which now (1955) exists. We can assume through- 
out that Canadian commercial policy is unchanged. Given some working 
judgment on national output and the broad characteristics of national demand, 
we can ask about prospective imports. This is what we do. Ultimately we must 
follow our theoretical guide and ask about the consistency of the export and 
import positions, and about the consistency of international and domestic 
prospects for the whole economy and for various sectors. If there is incon- 
sistency, we should indicate the kinds of adjustment appropriate; this is part 
of our task in Chapter 6. 


III. Canada’s Import Prospects — A Qualitative Assessment 


(a) Procedures and Conclusions 


This is a first run at the forecasting of Canada’s future imports. The central 
idea is to form a judgment regarding the long-run trend in the ratio of imports 
to Canada’s G.N.P. Whatever the long-run prospects, there can be short-run 
variations from the trend; indeed systematic short-run departures from the 
trend will certainly occur with short-run variations in the level and kind of 
Canadian economic activity. For the moment, such considerations are put 
aside. 


In this first run at forecasting imports, the procedure is essentially qualitative. 
The factors which appear to be mainly responsible for the historic long-run 
changes in Canadian import-G.N.P. relations are reviewed; the main factors 
likely to influence the relative size of imports in the future are set down, 
together with a preliminary judgment on the direction and magnitude of their 
effects. A balance is struck. Such a qualitative approach is based on the 
belief that the main lines of one’s theory are sharply displayed and the net 
impressions of a myriad of quantitative and qualitative studies and judgments 
regarding the Canadian economy can be brought to bear. This first run at 
forecasting imports may be looked upon as a working hypothesis, which has 
some intuitive appeal. 
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CANADA: MERCHANDISE IMPORTS AND GROSS NATIONAL PRODUCT IN CONSTANT (1949) DOLLARS 
Chopter 4, Chart Vill, 


5,000 


TSREGRE HANDIS 
IMPOR 1951 55 


“REGRESSION “OF MERCHANDISE | 
| IMPORTS ON GROSS NATIONAL | 
FC PRODUCTS e-E 


IMPORTS = MILLIONS OF CONSTANT (1949) DOLLARS 


“<9 0 55 FIFTED BY 


1,500 


4,000 6,000 ; 3,000 10,000 12,000 14,000 16,000 18,000 20,000 i 24,000 
G.N.P. IN MILLIONS OF CONSTANT (1949) DOLLARS 


Certain assumptions are basic to this forecast. They are: 


1) continued peacetime, full-employment levels of economic activity in 
Canada; 


2) a holding fixed of the level of Canada’s tariffs, and of other elements 
of commercial policy; 


3) continued long-run economic growth as outlined in the forecasts of 
population and G.N.P. contained in the study of output, labour and 
capital in the Canadian economy.’ 


Under these assumptions it is our preliminary judgment that the ratio of 
merchandise imports to G.N.P. will decrease from the 1953 level (19.2%) to 
15%-17% by 1980, and the ratio of imports of services (or invisibles) to 
G.N.P. will tend to decrease a little compared with 1953 levels (6.8%) to 6.2%. 
Thus the long-run ratio of imports of goods and services to G.N.P. will tend to 
decline to a range of 21.2% to 23.5%. All these judgments are expressed in 
terms of constant (1949) dollars. We now turn to the underpinning for these 
judgments. 


(b) Summary of Historical Changes in the Import Ratio 


In Chapter 3 we discussed the factors influencing the ratio of imports to 
G.N.E. The relevant factors for Canada appeared to be: 


2Wm. C. Hood and Anthony Scott, Output, Labour and Capital in the Canadian Economy, 
Ottawa, 1957. Of the various projections of output made in this study, the one which has 
been used throughout most of the Commission studies is the average of the high and low 
projections, assuming an annual net immigration of 75,000. 
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1) 


2) 


4) 


Changes in the supply conditions in the export as compared with the 
import competing industries in the country. By supply conditions are 
meant the relative availability of inputs of the primary and inter- 
mediate factors of production, technological changes, and economic 
organization (including scale of operation) of the industries. With 
any given set of prices, if the changes in supply conditions result in 
larger relative increases in the output of export commodities than of 
import competing commodities in the country, this will result (ceteris 
paribus) in an expansion of exports and imports relative to total output. 


Changes in the domestic terms of trade between export and import 
competing products. If the Canadian prices of export commodities 
increase relative to the Canadian prices of import competing products, 
this will tend to increase the exports and imports relative to total 
output. As a rough approximation we are prepared to treat the world 
price structure as a datum for Canada, the domestic terms of trade 
between export and import competing products being, then, the world 
terms modified by Canadian commercial policy. A general increase in 
Canadian tariffs would result in decrease in imports and exports 
relative to G.N.P. 


Shifts in the demand of Canadians for various products, particularly 
the demand for domestic products compared with the demand for inter- 
nationally-traded goods. By domestic products are meant those for 
which transportation costs are or are nearly prohibitive to international 
(and most interregional) trade. If, as has so often been asserted, in- 
creases in per capita income lead to more than proportionate increases 
in demand for the output of (domestic) service industries, this will 
tend to reduce the imports and exports of a country relative to its 
national output. Perhaps even more important are changes in demand 
among items which are internationally traded, such as a shift from 
expenditure on food (which has a low import content) to expenditure 
on consumer durables which have a much higher import content. 


A change in flows of international capital or in international indemnities. 
A decrease in the capital inflow into a country would tend to decrease 
imports and increase exports relative to G.N.E.? 


The ratio of imports and of exports to G.N.E. is somewhat smaller now 
than it was in the late 1920’s. Why? In Chapter 3 we examined this trend 
with the following conclusions. 


3The relationship between capital flows and trade is not quite this simple. It may be that 


when a number of important export and/or import competing projects are in the early 
stages of development, large capital inflows take place. To make the real transfer of these, 
exports will be decreased and imports increased in the developmental stage. As the projects 
come to fruition, the need for capital decreases and as a direct result of the projects, exports 
will increase and/or imports fall. If, however, the change in current international account 
gets out of step with the capital flows, the mechanism of adjustment will aciust the exports 


and imports to the long-run autonomous capital account. 
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Canadian tariffs are somewhat lower now than they were in the late 1920’s; 
this change works in the opposite direction to the observed change in the 
import ratio. 


The average world market price for Canadian exports relative to the average 
world market price for Canadian imports (of a type competitive with Canadian 
output) appears to be slightly higher now than they were in the late 1920’s.4 
This would tend to enlarge slightly exports and imports relative to G.N.E. 
The combination of the tariff changes and the terms of trade (defined in the 
narrow sense used in this discussion) means that the ratio of duty-paid prices 
of imports which are competitive with Canadian production are now some- 
what lower relative to the prices of exports than they were in the late 1920’s. 
The terms of trade have fluctuated around the trend during the last three 
decades. 


Capital inflows into Canada appear to be slightly smaller now relative to 
G.N.E. than they were in the late 1920’s. The net foreign capital inflow 
averaged 1.98% of G.N.E. in 1926-30 and 1.68% of G.N.E. between 1951 
and 1955. This factor would imply a slightly smaller ratio of imports to 
G.N.E. now than in the late 1920’s. 


There appears to have been a slight relative growth in the demand for 
the output of domestic industries, i.e. industries or activities in which transpor- 
tation costs or political considerations almost prohibit international commerce. 
This growth tends to reduce the ratio of imports and exports to G.N.E. 
However, the mixture of goods demanded has shifted toward those of relatively 
high import content, such as investment in machinery and equipment and 
consumer durables. In Chapter 3, we concluded that the change in the 
mixture of goods and services demanded did not take us very far in explaining 
the historic decline in the openness of the Canadian economy. 


Finally we come to the question of whether there has been any improvement 
in the cost position of Canada’s import-competing industries compared with 
Canada’s export industries. Such an improvement would, other things being 
fixed, tend to reduce the level of exports and imports compared with G.N.E. 
We concluded that a small gradual improvement in this respect had taken 
place between the late 1920’s and the present time. Despite significantly lower 
levels of protection, the average import share of the Canadian market over 
a fairly broad range of Canadian manufacturing activities is now (average 
1953-55) slightly smaller than it was in the late 1920’s. The main factor appears 
to be the increase in scale of production of the typical Canadian enterprise. 
A contributing factor may have been the increased use of American techno- 
logical and organizational methods. In addition to the gradual processes of 
growth there were at least three dramatic changes in the import-competing 
position of the Canadian economy, namely western Canadian petroleum 
discoveries and the development of synthetic rubber and synthetic textiles. 


4See Hood and Scott, op. cit., Chap. 2. 


83 


84 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


To sum up, the observed historic decline in the ratio of imports to G.N.E. 
appears to be due to a small relative decrease in capital inflows, a small 
improvement on the average in the comparative advantage (or reduction in 
the comparative disadvantage) of Canadian manufacturing activities, the 
development of western Canadian oil production, and synthetic textiles and 
rubber, these three factors being sufficient to more than offset the decrease 
in the average level of protection of Canadian manufacturing activities. 


(c) Speculations on the Future Import Ratio 


The somewhat cavalier review of the past trends in the import-G.N.E. 
ratio points to the factors which must be considered to arrive at a judgment 
regarding future trends. 

Since we assume that import duties and other aspects of protection remain 
fixed, no change in the import-G.N.P., ratio is expected on this account. 


It is our judgment that some small improvement in supply conditions in 
import-competing industries in Canada will take place, comparing these 
industries with export industries. 

First, the increase in the absolute size of the Canadian market and the 
Canadian economy will bring cost reductions to the import-competing indus- 
tries (which are typically much worse off relative to minimum efficient North 
American scales of production than are the export industries). Second, we 
see no reason to expect significantly different rates or forms of technological 
progress in the export than in the import competing industries; third, we 
do not foresee any particularly pressing limitations of inputs peculiar to the 
export industries or to the import-competing industries. Undoubtedly, some 
import-competing industries will find themselves squeezed by higher cost 
labour. Fourthly, some technological advances in the United States (and 
elsewhere) will have the effect of making the optimal scale of plant very much 
larger than it now is; in comparative terms, this will tend, at least partly, 
to offset the improvements in cost positions which should accrue to Canadian 
manufacturing due to the increased size of the Canadian market. To put 
this point in more popular terms, it is our judgment that automation in the 
United States will not provide revolutionary changes in the average of manu- 
facturing costs in the United States compared with those in Canada, but 
that in some lines of production it will worsen the Canadian competitive 
position. 

No more than a hazy notion can be formed of the prospective long-run 
terms of trade of Canada. In our judgment the prospects are for favourable 
foreign demands for our exports, and for foreign supplies of manufactured 
goods to remain comparatively cheap, particularly for engineering goods and 
consumer durables. This suggests that there may be some small improvement 
in the prices of Canada’s export commodities relative to the prices of imports 
which compete with Canadian manufacturing. It also suggests favourable 
opportunities for international specialization, and a comparatively high ratio 
of imports to G.N.P. 
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‘It is our judgment that some increase will take place in Canada in the 
demand for the output of domestic industries compared with the demand 
for internationally traded commodities. The demand for services, including the 
provision of government services, will probably continue to expand relatively. 
This will tend to reduce the import-G.N.E. ratio. However, among the goods 
which enter directly or indirectly into international trade, it appears that the 
Canadian demand for those with relatively high import content (such as 
machinery and equipment and consumer durables) will tend to expand relative 
to those with much lower import content (e.g. structures, food).° Such a 
change will partly offset the reductions in the import-G.N.E. ratio due to 
increased demand for services. 


Present indications are that the full impact of the western Canadian oil 
discoveries in reducing (relatively) Canada’s imports has not yet been felt. 


It is our judgment that capital flows into Canada as a ratio to G.N.E. 
are unlikely to be larger in the future than they were between 1953 and 1955, 
and will probably be somewhat smaller.® If smaller, this will tend to reduce 
the ratio of current imports to G.N.P.7 


In our judgment the net effects of all of these factors is a slight long-run 
decline in the ratio of merchandise imports to G.N.E., balance of payments 
considerations aside. Our guess is that the small improvement in cost condi- 
tions in manufacturing in Canada compared with alternative sources of 
supply, the growth in Canadian demand for goods and services which do not 
enter into international trade, a probable decline in the ratio of capital imports 
to G.N.E. and the expected development of Canadian oil and gas production 
outweigh the tendency for the Canadian demand for internationally-traded 
goods to shift toward goods of higher (direct or indirect) import content. 
On the other hand, we find it difficult to believe that the long-run ratio of 
merchandise imports to G.N.E. will change greatly, that is by more than 
three-or four points in the next 25 years, 1.e. from the.1953 level of 19.2% 
(measured in constant (1949) dollars). Our guess is that the 1980 ratio will 
be of the order of 17%. 


(d) Non-Merchandise Imports 


Let us turn for a moment to the non-merchandise items in Canada’s imports, 
such items as foreign travel, payments for current shipping services and various 
commercial services, and payments of interest and dividends to foreigners. 
In our judgment the ratio of Canada’s invisible imports to G.N.P. will 
decrease slightly from the average levels of recent years. In 1949 dollars, the 


‘For forecasts of investment expenditure, see Hood and Scott, ibid. For forecasts of the 
distribution of consumer expenditure, see David W. Slater, Consumption Expenditures in 
Canada. 

6See Hood and Scott, ibid.; Also, Irving Brecher and S. S. Reisman, Canada-United States 
Economic Relations and R. V. Anderson, The Future of Canada’s Export Trade. 

7Further, the rate of growth of both G.N.E. and imports will be slower if the capital inflow 
is greatly reduced, than if higher levels of capital inflow take place. 
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imports of invisibles amounted to 6.8% of gross national production in 1953 
and 7.2% in 1955; the expected level by 1980 is about 6.2% of G.N.P. The 
projected rate of decline in the next 25 years is smaller than took place between 
the late 1920’s and recent experience, mainly because the general assumption 
of the Commission’s forecasting models preclude as sharp a decrease in the 
ratio of gross liabilities to foreigners relative to G.N.P. as took place during 
the 1930’s and 1940's. 


In our judgment, imports of freight and shipping services will probably 
grow somewhat less rapidly than Canada’s merchandise imports, mainly 
because a further decrease is expected in the proportion of Canada’s imports 
consisting of coal and petroleum. On the other hand, on a comparative cost 
basis, it is likely that increased proportion of Canadian ocean and shipping 
services will be carried in foreign ships. However, this factor has operated 
in the past without there being a substantial increase in the ratio of Canadian 
payments to foreigners for shipping services relative to the over-all value of 
merchandise imports. As merchandise imports are expected to increase more 
slowly than gross national production, while freight and shipping payments 
are expected to decrease slightly relative to merchandise imports, the result 
is an expectation of significantly slower rate of growth in payments to foreigners 


for shipping and freight services than in Canada’s G.N.P. 


Interest and dividend payments appear unusually small at present, com- 
pared with the growth in Canada’s gross liabilities to foreigners which has 
taken place during the last decade. Thus, entirely aside from the future changes 
in Canada’s gross liabilities to foreigners, some (absolute) increase in the 
interest and dividend payments is to be expected. In addition, the gross 
liabilities to foreigners will increase absolutely, partly through further inflows 
of capital, in a balance of payments sense, and partly through the reinvestment 
of earnings of foreign-controlled companies in Canada. 


In recent years Canada’s gross indebtedness to foreigners has been increasing 
more rapidly than Canada’s gross national output. This may continue for a 
few years, but, in our judgment, the long-run prospects are for the rate of 
growth in our liabilities to foreigners to be less than in our output. By 1980 
we may well have a ratio of these liabilities to our national output which is 
as high or higher than that which existed in 1955, though the rate of annual 
increase in gross indebtedness will probably then be less than the rate of 
increase in output. As the interest and dividend payments will be primarily 
determined by the size of the gross indebtedness it appears likely that they 
will bear no smaller a ratio to Canada’s G.N.P. in 1980 than they have in 
recent years. Tentatively we have assumed that the interest and dividend 
payments will increase more rapidly than Canada’s gross national output 
during the next ten years, but that average rate of growth over the next 25 
years will be about the same as in G.N.P.*® This is as conservative a judgment 
as we could accept. 


’These matters are examined more fully in the next chapter. 
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The other large items in Canada’s current purchases of services from 
foreigners are tourist and travel expenditures and a mixed grab-bag called 
other current debits. Foreign travel is one of the factors for which Canadians 
appear to have a rather high income elasticity of demand. Thus we expect 
this item to grow at about the same rate as G.N.E. Other current debits 
include government expenditures abroad, e.g. on diplomatic missions, such 
official contributions as those to the Colombo Plan, personal and institutional 
remittances, such payments for business services as royalty, patent and copy- 
right payments, charges for administration and management. In recent years 
there have been comparatively large payments associated with Canadian 
troops abroad. This type of expenditure has been assumed to increase less 
rapidly in the future than Canada’s G.N.P. Also personal and institutional 
remittances are expected to grow less rapidly than Canadian output, because 
of the relative decline in immigration into Canada, which was assumed in 
the projections of national output. The other items in this basket have been 
growing at the same rate as gross national output, and this is expected to 
continue. 


To sum up, it is our judgment that the relative decrease in the payments 
for freight and shipping services and in other current debits will result in a 
slightly smaller ratio of non-merchandise imports to G.N.E. in 1980 than at 
present. However, it is our expectation that between now and 1980 there will 
be a rise in the ratio above present levels, with a subsequent decline to the 
1980 levels, mainly due to a period of five to ten years in which interest and 
dividend payments to foreigners increase substantially relative to G.N.P. 


(e) Summary of Preliminary Speculations 


Putting the speculations on merchandise and non-merchandise imports 
together, the net outcome is an expectation of a very slight decline in the 
long-run ratio of imports of goods and services to G.N.E. (balance of pay- 
-ments considerations aside) probably by not more than four points from 
present levels in 1980. It appears that the long-run drift is in this direction; 
it is unlikely that the ratio will be higher in 1980 than it is at present. 


Finally, the rough qualitative speculations regarding the future of our 
imports imply certain characteristics of the content and geographical source 
of imports. It is likely that consumer durables and parts and materials for 
such commodities will be a larger proportion of the total imports; as in the 
past these items will come almost exclusively from the United States. Machinery 
and equipment will also probably increase as a proportion of the total imports; 
in the past these items have come mainly from the United States and they 
will probably do so in the future. Machinery and equipment imports appear 
to be the most important opportunity for expanded sales in Canada by the 
United Kingdom and Western Europe. 

It appears unlikely that tropical and semi-tropical foods and raw materials 
will be as important a part of the Canadian imports in the future. It also 
appears likely that non-tropical materials for clothing and personal furnishings 
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will decline as a proportion of the import bill. Imports of fuel will probably 
decline as a proportion of the total Canadian imports. 


It appears that the United Kingdom and Western Europe will do well to 
hold their present share in the Canadian markets. Their exports of clothing 
and personal furnishings to Canada will probably decline relatively; to hold 
their present position they must achieve significant increases in their exports 
of machinery and equipment to Canada. It appears that a small further 
increase in the proportion of Canadian imports coming from the United 
States is possible, with the increases in imports of durable goods offsetting 
the decreases in imports of fuel and cotton goods from the United States. 
It is probable that the Canadian imports from the Caribbean area will decline 
as imports of petroleum products are replaced by Canadian sources of supply. 


IV. Statistical Import Relationships 


(a) Introduction 


In many of the analytical and forecasting models which have been used 
in the last 15 years, reliance has been placed on relatively simple statistical 
relationships. In some cases imports have been treated as a simple linear 
function of income; in other models imports have been treated as linear 
functions of income, some index of relative or absolute prices and perhaps 
some measure of trade restrictions. In some cases, imports have been divided 
up into types, each being related in some simple way to one or two (appro- 
priate) determining indexes of activity.” 


Simple statistical forecasting techniques have a superficial attractiveness. 
If a satisfying theory underlies the relationships and if the relationships 
provide a good fit to past observation, it is tempting to extrapolate the past 


The following books and articles include work on statistical import relationships: 
Hans Neisser and Franco Modigiani, National Incomes and International Trends, Urbana, 
Illinois, University of Illinois Press, 1953. ; 
J. J. Polak, An International Economic System, Chicago, University of Chicago Press, 1953. 
D. D. Humphrey, American Imports, New York, The Twentieth Century Fund, 1955. 
National Bureau of Economic Research. Long-Range Economic Forecasting, New Y Orks 
1955. 
J. H. Adler, E. R. Schlesinger and E. Van Westerborg, The Pattern of United States Import 
Trade Since 1923, New York, Federal Reserve Bank of New York, 1952; 
G. H. Orcutt, “Measurement of Price Elasticities in International Trade”, Review of 
Economic Statistics, May, 1950. 
A. C. Harberger, “A Structural Approach to the Problem of Import Demand’’, American 
Economic Review, May, 1953. 
T. C. Chang, “International Comparison of Demand for Imports’, Review of Economic 
Studies, Vol. XIII (2), No. 34. 
R. Hinshaw, American Prosperity and the British Balance of Payments Problem, Review 
of Economic Statistics, 1945. 
I. deVegh, “Imports and Income in the United States and Canada’, RESTAT, August, 
1941. 
See also various articles on United States imports in the Survey of Current Business, USS. 
Dept. of Commerce, Washington. 
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relationships into the future. However, when making such extrapolations it 
must be recognized that the relationships in the past depend on a set of under- 
lying circumstances; account must be taken of the way in which the future 
circumstances may differ. 


In this section two or three very simple statistical explanations of Canada’s 
imports are examined and the forecast which they imply are set out, together 
with some of the limitations of these forecasts. 


(b) Imports as a Simple Function of G.N.P. 


The simplest statistical explanation of imports 1s to treat merchandise imports 
as determined (except for random elements) by G.N.P. The form of the 
relationship must be assumed, and in most cases, imports are treated as a 
linear function of some measure of income or output, such as G.N.P. Given 
a sample of (historical data) on imports and income, estimates are made of 
the parameters of the linear expression. 


If we follow this procedure for the Canadian merchandise imports and 
G.N.P., both measured in constant (1949) dollars, (using data from 1926-40 
and 1946 to 1954) we obtain the following statistical import relationship.!° 


\ Canadian merchandise Canadian 
imports in millions of > = —216.4 plus [.1928] < G.N.P. 
] 1949 dollars in 1949 dollars 


The observed and expected values of imports are plotted in Chart IX. 


However well this equation explains the long-term development of Canada’s 
imports, it is certainly not satisfactory as a short-run forecasting device. 
Prior to World War II the positive differences between the observed and 
expected imports increase quite sharply in the late 1920’s; large and in- 
creasing negative differences arise in the early 1930’s. The equation is unsatis- 
factory in explaining the drop in imports between 1937 and 1938, and the 
increase between 1946 and 1947. It could hardly be expected to be satisfactory 
between 1948 and 1950 in view of the Canadian emergency exchange con- 
servation measures. 


For our purposes the main question is whether the equation is a reasonable 
explanation of the long-run trend of imports and whether the equation is a 
roughly satisfactory mechanism for forecasting the long-run trend of imports 
in the future. Two points can be made. First, it would underestimate the 
level of imports under full-employment conditions because the equation is 
based on observations of both full-employment and depression periods.. In 
Chart IX imports in all years of full employment lie above the line except 
for 1946, 1948, 1949 and 1950, the latter three being peculiarly influenced 


10The equation is m=a+$y+p where m=merchandise imports, y=G.N.P., and yu is 
assumed to be a normally distributed random variable, with mean o. 
The estimate a of a=-216.4 
cs oS bof B= .1928 
R2 = 947 
Both a and b are significantly different from zero. 
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by emergency import restrictions. Second, as an indicator of the past trend 
of import-income relationships, the estimated slope of the curve (.1928) — 
which may be taken as an estimate of the long-run marginal propensity to 
import — does not appear to be too unsatisfactory. The correlation coefficient 
is high. If the average ratio of imports to G.N.E. between 1927 and 1929 
and between 1951 and 1955 were taken as points on the long-run import- 
G.N.E. relationship, the slope of such relationship would be approximately 
.168, slightly less than the estimated b. 


(c) Imports as a Function of Income and Ratio of Investment in Machinery 
and Equipment to Income 


Two observations suggest a method of significantly improving the explana- 
tion of the past record of import fluctuations. It has been shown that imports 
of machinery and equipment are a large proportion of Canadian gross 
expenditure on new machinery and equipment. Also the ratio of investment 
in machinery and equipment to G.N.E. is positively correlated with short- 
term fluctuations in income. This suggests that a simple statistical function 
which treats imports as a function of (1) G.N.E. and (2) the ratio of machinery 
and equipment expenditure to G.N.E., will provide a better description of 
trend and year to year fluctuations in imports. Such a regression has been 
calculated with the following results: 


Y= —546.52+.1567X,+117.5161X_ 

where Y = total imports for domestic consumption in millions of constant 

(1949) dollars. 

X,=G.N.E. in millions of constant (1949) dollars 

X= Public and private expenditure on machinery and equipment as a 

percentage of G.N.E., both measured in constant (1949) dollars. 

R? = .974. 

While this statistical function is a somewhat better fit to the past observa- 
tions than the previous function, it still has many of the same shortcomings. 
In the first place the level of imports predicted for full-employment conditions 
is too low. Second, the function systematically underestimates imports in 
short-run periods of rapidly increasing income and overestimates the imports 
in periods of rapidly falling income. Thus the function is not satisfactory 
for short-run forecasting. Finally, because of the strong positive correlation 
between X, and X2, we cannot have too high a confidence in the values of 
the individual regression coefficients. 


(d) Forecasting Merchandise Imports from the Simple Statistical Relationships 


For those who have an interest in statistical forecasting devices, let’s see 
what magnitude of future merchandise imports are implied by extrapolations 
of the simple statistical relationships. Suppose that we use 1953 as a base 
and project the imports using the slopes of the curves; in this way we will 
attempt to overcome the fact that the fitted equations understate the level 
of full employment imports. The tentative results are set out in the following 
table. 
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These estimates should hardly be dignified by the term forecasts — they 
are simple extrapolations into the future and could only be satisfactory long- 
run forecasts if the underlying situation changed in the future as it has in the 
past. In our judgment the estimates in the bottom half of the table are some- 
what better than those in the top half, both because the model corresponds 
more closely with our a priori beliefs about the relationships between Canadian 
economic activity and imports and because the fit to past observations is 
better. 


We could go on experimenting with aggregate import functions, introducing 
other variables such as import prices and working with other forms of rela- 
tionship. However we do not think that such a procedure would be a particu- 
larly fruitful one. It is rather unlikely that we can derive a function which is 
fully satisfactory both for short-run and long-run forecasting. In any case 
we have an alternative which we would expect to be somewhat better; this 
consists of working with groups of imports, trying to forecast each group 
and build up the aggregate from the pieces. This is the matter of the next 
chapter. 


Statistical Forecasts of Imports 


Assumed ratio 
Merchandise Imports as_ of investment 
imports G.N.E. % of G.N.E. in machinery 
and equipment 
to G.N.E. 


(millions of 1949 dollars) 


Pen) heey 3,916 DO SSS WLI 8.9 


2. On basis of long-run 
marginal propensity to 
import estimated in the 
first regression, 

(i.e. mpm — .1928) 


1965 6,229 32,3504 A9.3 N 
1970 7,839 40,700 19.3 / 
1975 9,680 50250 0049.5 A 
1980 11,897 618750 2195 
3. On basis of second 
regression. 

1965 6,820 32,3504 18.0 9.15 
1970 He 40,700 17.6 9.5 
1975 8,637 50250" “LEO 9.2 
1980 10,592 615750 1722 10.5 


@Based on forecast of G.N.E. assuming that net immigration equals 75,000 per anaum, 
averaging high and low prospects. 

bBased on forecasts of investment contained in Wm. C. Hood and Anthony Scott, Output, 
Labour and Capital in the Canadian Economy. 


A DETAILED EXAMINATION OF CANADA’S IMPORT 
PROSPECTS 


I. Introduction and Summary 


In Chapter 4 the prospects for Canada’s imports were examined in a broad 
aggregative model. In this chapter the concern is with the prospects, dealing 
directly with various groups of imports. The fundamental attraction of this 
procedure is that more economic intelligence can be brought to bear on the 
problem by examining various types of imports than if the analysis is confined 
to the total. Dealing with groups of imports it is possible not only to build 
up a total from the parts but also to say something about the prospective 
content and geographical source of imports. 


The main groups used in this chapter are those which were developed in 


Chapters 2 and 3. They are: 


Foods 

Beverages and tobacco 

Textiles and clothing and personal furnishings 

Appliances, radio equipment and furniture 

Miscellaneous consumer goods 

Automobiles, trucks and parts 

Machinery and equipment 

Aircraft and engines 

Materials for structures and miscellaneous investment goods 

Coal | 

Petroleum and products 

Selected basic chemicals 

Miscellaneous unassigned industrial materials 

Special items 

Invisibles or Services 

At the outset it should be emphasized that neither the forecast of aggregate 
imports nor of the content and geographical source of the imports should 
be taken too seriously. The forecast can only be made in a conditional sense; 
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if the world turns out to be somewhat different than was assumed in the 
forecasting model then nothing is surer than that imports will be different 
in the aggregate and probably in content from those shown below. Even 
under a fairly specific set of forecasting assumptions, there are many gaps in 
our information on the prospective development of the Canadian market and 
the sharing of this market between domestic and imported sources of supply. 
The most that can be claimed for the efforts in this chapter is that an attempt 
has been made to work out the import implications of a set of developments 
of the Canadian economy, and to do this in a consistent way. 

Initially, no consideration has been given to the question of whether Canada 
shall have sufficient foreign exchange to pay for the imports. The recon- 
ciliation of the import prospects and the prospects for exports and capital 
flows takes place at a later stage of the study. However, the present chapter 
provides some insight into the many and powerful ways in which imports 
may be expanded or contracted according as Canada’s external means of 
payments are larger or smaller. One by-product of the detailed consideration 
of the import prospects has been the conviction that Canada has very great 
long-run possibilities of adjusting the level of her imports to various possible 
economic circumstances. 

As in other studies prepared for the Commission, a number of general 
assumptions have formed the basis of the detailed consideration of import 
prospects. These are: 

First, the continuation of a rapidly growing full-employment economy 
facing no major international conflicts. It has been assumed that the pros- 
pective growth of this economy can be described by the average of the high 
and low forecasts of G.N.P. set out in the study, Output, Labour and Capital 
in the Canadian Economy.’ This study forecasts almost a tripling in Canada’s 
G.N.P. between 1955 and 1980, measured in constant 1949 dollars. 

Second, the Canadian commercial policy (including the actual customs 
rates, the administrative interpretations of class or kind legislation, and the 
end-product classifications in the tariff schedule) and foreign exchange policy 
have been assumed to be the same in the future as at present. 

Third, in dealing with a number of products where there has been some 
indication of improvement in the Canadian comparative advantage during the 
last three decades or so, it has been assumed that a small continued improve- 
ment will take place. 

Before turning to the detailed analysis the main types of conclusions which 
arise from this chapter may be stated. In most general terms it appears unlikely 
that imports will play a very different role in the Canadian economy during 
the next 25 years than they have during recent years. The present and 
prospective levels of the total and the main classes of merchandise imports 
are set out in Table 32. Adding up the various categories of imports in the 


1Wm. C. Hood and Anthony Scott: Output, Labour and Capital in the Canadian Economy, 
Ottawa, 1957. Throughout most of the Commission’s studies the forecasting base has been 
taken as the average of the high and low forecasts of G.N.P., both assuming annual net 
immigration of 75,000. 
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table, the probable level of total merchandise imports is of the order of $10 
billion in 1980, compared with $4.3 billion in 1955, both measures in 1949 
prices. The imports are expected to increase a little less rapidly than G.N.P., 
and thus the gradual long-run decline in the ratio of merchandise imports 
to G.N.P. experienced during the last three decades is expected to continue. 


Perhaps more important than the total is the expected development of the 
main categories of imports. The present importance of imports of machinery 
and of equipment in the Canadian total has been noted earlier. The expectation 
is that imports of machinery and equipment will grow more rapidly than 
G.N.P. and thus imports of machinery and equipment will become even more 
important as a part of the total Canadian import bill. As will be seen later 
this is fundamentally based on an expectation that the investment in machinery 
and equipment in Canada will grow more rapidly than G.N.E. and that the 
imports of machinery and equipment will increase despite some small decrease 
in the proportion of the Canadian market supplied by foreign producers. A 
rather rapid growth is expected in the imports of miscellaneous manufactured 
consumer goods. These have already increased very greatly as a proportion 
of Canadian imports and a further increase in their importance is expected. 
The projected imports of food, tobacco, alcoholic beverages, clothing and 
personal furnishings and material for such uses follow past trends. It was 
noted in Chapters 2 and 3 that these items had become progressively smaller 
parts of the total Canadian bill of imports and it is expected that they will 
become even smaller parts of the total import bill in the future. Probably 
the most important difference between the historical experience and the 
prospects as set out in Table 32 concerns the imports of coal and petroleum. 
Between the late 1920’s and 1947 or 1948, imports of fuels became increasingly 
important parts of the total Canadian import bill. As was pointed out else- 
where, the development of western Canadian oil provided an almost revolu- 
tionary change in Canada’s import position; a change which had only partly 
been felt by 1955. 


To sum up, the past experience for Canada has been that imports of producer 
and consumer durables and materials for such items have become progressively 
more and more important a part of the total import picture; it is expected 
that this will continue and that the growth in such imports will make Canadian 
imports a good deal larger than they might otherwise be. Similarly, in the 
past imports of chemicals have tended to become much more important and 
this is expected to continue while imports of other industrial materials are 
expected to become somewhat less important. Imports of soft goods including 
foods, tobacco, alcoholic beverages, clothing and textiles are expected to 
continue to decline relatively. 


The prospective content of Canada’s imports suggests that the proportion 
of the total derived from the United States may be expected to increase beyond 
present levels, the proportion derived from the United Kingdom and Western 
Europe declining a little and the proportion derived from other areas decreasing 
fairly markedly. Imports of machinery and equipment and consumer durables 
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and miscellaneous manufactured consumer goods are expected to grow as a 
proportion of the total import bill; the American share in these imports is 
very high and is unlikely to decrease substantially. Imports of alcoholic 
beverages, clothing and personal furnishings are expected to decrease as a 
proportion of the total imports; the British and European shares in Canada’s 
imports of these items is unlikely to grow rapidly enough to offset their 
decreasing importance in the import total. Indeed, in view of the relatively heavy 
weight of wool textiles and leather goods in the Canadian imports of clothing 
and personal furnishings from the United Kingdom and the expectation of a 
substantial relative decline in the imports of these items, it is not unreasonable 
to expect the British share of these groups of imports to decrease. Providing 
that the British and the Europeans hold their present share of the Canadian 
market for capital goods, their over-all share of Canada’s imports should 
not decline a great deal below present levels. The expectation of a decrease in 
the proportion of Canada’s imports derived from areas other than the United 
States, the United Kingdom and Western Europe is mainly based on the view 
that imports of petroleum will grow less rapidly than they have in the past; 
in addition, a somewhat less rapid growth than the average of Canadian 
imports is expected for dried fruits, raw wool, raw sugar and jute and grass 
products, changes which tend to decrease the proportion of the total imports 
derived from areas other than the United States, the United Kingdom and 
Western Europe. 


Turning to Canada’s invisible or service imports, the general conclusion of 
this chapter is that these items collectively will increase from about $1.5 
billion in 1955 to about $2.2 billion in 1965 and $3.8 billion in 1980, all in 
terms of 1949 prices. The details are set out in Table 33. The difference 
between our experience during the last 30 years and our views of the prospects 
in the next 25 is much sharper for invisibles than it was for merchandise 
items. The ratio of invisible imports to Canada’s G.N.P. has been much 
smaller in recent years than it was in the late 1920’s, mainly because of a large 
relative decline in Canada’s interest and dividend payments to foreigners. 
It is our expectation that the ratio of invisible imports to G.N.P. will decline 
much less between 1955 and 1980 than it did between the late 1920’s and 
1955, mainly because of the different behaviour of the interest and dividend 
account. In many of the years between 1929 and 1955, Canada’s gross liabil- 
ities to foreigners fell absolutely; in many more years they grew much less 
rapidly than G.N.P. This development was largely a by-product of a major 
depression and war. As our terms of reference exclude both of these situations, 
it seems likely that Canada’s gross liabilities to foreigners will grow absolutely 
in the future, and perhaps at a pace as rapid as G.N.P. 


Considering goods and services as a whole, the prospects are for imports 
of the order of $13.5 billion by 1980 compared with $5.7 billion in 1955, both 
expressed in 1949 prices. In terms of 1955 prices the imports of goods and 
services are expected to be about $15.1 billion by 1980, compared with $6.4 
billion in 1955. 


A DETAILED EXAMINATION OF CANADA’S IMPORT PROSPECTS 
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A DETAILED EXAMINATION OF CANADA’S IMPORT PROSPECTS 


II. Foods 


For a long time food items have been a substantial part of Canada’s mer- 
chandise imports. It is our expectation that the growth and characteristics 
of such imports will be similar in the future to what they have been in the 
past. Historically, the bulk of Canada’s imports of food have consisted of 
such tropical and semi-tropical products as citrus fruits, bananas, nuts, sugar, 
coffee, tea and cocoa. For only a small proportion of these items are there 
close domestic substitutes in Canadian production, beet sugar being the most 
important example. In addition Canada imports some fresh fruits and vege- 
tables of a kind grown in Canada, but mainly at times of the year when they 
are not in season from domestic sources; also Canada imports some prepared 
fruit and vegetables in competition with domestic sources of supply, and 
comparatively small amounts of fish, meat and milk products. The long-run 
trend has been for imports of foods to grow somewhat less rapidly than the 
expenditure on food by Canadian consumers; also, imports of food have 
become progressively smaller parts of Canada’s total merchandise imports. 
The judgment of this study is that the imports of food will continue to grow 
somewhat less rapidly than either G.N.E. or personal expenditure on food; 
the tropical and semi-tropical items should continue to dominate the list. 


In summary form the estimates of prospective Canadian imports of foods 
were set out in Table 32 and are set out in somewhat greater detail in Table 
34. The sources of data and the specific assumptions underlying the estimates 
have been placed in Appendix C; what follows here is a brief commentary 
on the past trends, the main arguments involved in the statement of prospects 
and the possibilities of adjustment in imports of food under various circum- 
stances. 


It should not be too surprising that imports of foods have grown less 
rapidly than total expenditure on foods at retail in the past. First, transporta- 
tion, manufacturing and marketing activities which enter between the import 
values and the retail prices appear to have increased for imported food products 
in much the same way as they have for domestically produced products. 
Second, Canada’s food imports consist of a quite wide variety of items ranging 
from basic staples to a variety of more or less expensive kinds of food. For 
example, dried fruit, sugar and many kinds of nuts are basic staples for which 
there either has been very little increase or has been a decrease in the volume 
of per capita consumption during the last three decades. To some extent, 
beverages like tea, coffee and cocoa should also be looked upon as staple 
items, for which the over-all consumption would hardly be expected to increase 
as rapidly as income. On the other hand imports of citrus fruits, off season 
fresh fruits and vegetables, fancy fish products and fancy nuts and cheese 
might reasonably be expected to increase in consumption somewhat more 
rapidly than increases in income, partly because of shift in tastes in these 
directions. Third, certain segments of Canada’s agricultural industry which 
supply the domestic market and a fairly wide variety of manufacturers of 
food products receive and, to some extent, use a significant degree of protec- 
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tion through the tariff and other means. It appears that Canadian commercial 
policy acts as a limitation on increases on imports of food products. 


The prospects for Canada’s imports of food have been examined by con- 
sidering the possible total consumption of various items and then the sharing 
of the Canadian market between domestic and imported sources of supply. 
The basic starting point is an expectation that per capita consumer expenditure 
will increase by approximately 70% between 1955 and 1980 and that expen- 
diture on food (at retail) will increase by only a slightly smaller degree. As 
food processing and marketing activities are expected to grow somewhat more 
rapidly than the retail expenditure on food, the over-all value of food supplied 
by Canadian farms or imported would be expected to increase less rapidly 
than per capita personal expenditure on food. The main source of information 
on the demand for food is the study of Canadian agriculture prepared for the 
Commission, but it provides only general guidance to appraisal of the pros- 
pective imports, as it concentrates, quite rightly, on the demand for food 
products supplied from Canadian sources.? Regarding the demand for food 
the general tenor of the agricultural study is an expectation that the volume 
of food consumption per capita cannot be expected to increase, but that a 
significant shift in consumption towards the more expensive forms of food, 
such as meat and fruits, is expected to take place; for example, the per capita 
consumption of fruit is expected to be 132% of the 1951-55 volume by 1980; 
of vegetable, to be 107% and of oils and fats, to be 121%. 


Of the fruits and vegetables, the types of consumption which have increased 
most rapidly in the past have been the imported items; these are incidently 
the more expensive items, including such goods as off-season fresh fruits and 
vegetables. It seems reasonable therefore that the imported elements of the 
fruit and vetegable consumption might be expected to increase somewhat 
more rapidly than the over-all domestic consumption. In the projection of 
food imports it has been assumed that the consumption of citrus fruits and 
fruit juices and syrups will increase by about 50% on a per capita basis and 
that imports will increase correspondingly. It has been assumed that imports 
of other fresh fruits and canned fruits and vegetables will increase by about 
40% between 1953 and 1980. The per capita consumption of dried fruits is 
expected to decline by about 18% between 1953 and 1980. For some time 
the per capita consumption of nuts has been increasing and these commodities 
are mainly imported items. 


Canadian and American data suggest that the future per capita consumption 
of sugar will remain about constant at the present level. As the domestic 
sugar beet industry appears to be having some difficulties in expanding its 
share of the market, even with the comparatively high existing level of protec- 
tion, it seems unlikely that they will supply a larger share of the total market 
in the future. Thus it has been assumed that the per capita imports of sugar 
products in the future will be the same as in recent years. 


2W. M. Drummond and W. Mackenzie: Progress and Prospects of Canadian Agriculture, 
Ottawa, 1957. 
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Examination of Canadian and American data on the per capita consumption 
of coffee and tea suggests that the over-all consumption measured by cups 
of beverage might be expected to increase by about 15% between 1953 and 
1980. The data also suggest that the proportion accounted for by coffee in 
Canada may be expected to increase fairly rapidly; our assumption is for that 
proportion to be 70% by 1980. These assumptions imply that imports of 
coffee will increase by about 50% per capita while imports of tea will decrease 
by about 33% per capita between 1953 and 1980. It has been assumed that 
small increases will take place in the per capita imports of cocoa and decrease 
in imports of grain and grain products and fish, and that the imports of milk 
products and miscellaneous items will be about the same on a per capita 
basis as they were in 1953. 


The last sentence raises some very difficult issues in appraising the pros- 
pective Canadian imports of food products. While Canada appears still to 
have some comparative advantage in the production of meat and fish products, 
for dairy products it is quite clear that Canadian prices exceed world market 
prices at the present time.’ This is just the latest stage in a very long-run 
development in Canada by which Canada has shifted from being a significant 
exporter of dairy products to world markets to a position of teetering on the 
brink of substantial imports. The present disparity between Canadian and world 
prices for butter and cheese could not be sustained without the tariff and 
other special measures to restrict the importation of such products into 
Canada. These matters are discussed in the tariff study prepared for the 
Commission.* Our terms of reference are to project the imports under the 
assumptions of continuation of the existing commercial policy; under these 
conditions it seems reasonable to expect a comparatively small increase in 
Canadian imports of dairy products per capita. A similar point arises for a 
fairly long list of manufactured food products, in which Canadian manu- 
facturing operations are protected and the Canadian price exceeds the world 
market price for the commodities. Assuming the continuation of the existing 
commercial policy and in the light of prospective improvements in the com- 
petitive cost position of Canadian manufacturers as the scale of the Canadian 
market increases, it seems reasonable to expect that the import share of the 
Canadian market for various manufactured food products will not increase 
from the present low levels; indeed the import share may decrease moderately. 


The indications are that Canadian imports of food products will increase 
from about $425 million in 1953 to a little less than $600 million by 1965 
and approximately $900 million by 1980. This is a projection of a little more 
than a doubling in Canadian imports of food, all measurements being in 
1949 constant dollars, compared with about a tripling in G.N.E. between 
1953 and 1980. 


‘Even for some meat products, there are signs that substantial imports into Canada might 
take place in the absence of restrictions on such imports. 


‘J. H. Young, Canadian Commercial Policy, Ottawa, 1957. 
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Before leaving the imports of food it may be useful to point out some 
of the ways in which the imports of food might be expected to adjust to 
circumstances other than those which underlie the above forecasts. Both in 
the long-run and in the face of short-run balance of payments fluctuations, 
it appears that there is a fairly considerable capacity to adjust the level of 
Canada’s food imports. For quite a number of the food items there are not 
close domestic substitutes in Canadian production and the full impact of 
adjustment of imports must fall on consumption or (in the very short-run) on 
inventories. For some of these staple items like coffee, tea or cocoa, the 
adjustments to fluctuations in income would be comparatively small. How- 
ever, there are quite a number of items among Canada’s food imports for 
which the income elasticity of demand appears to be quite high, including 
citrus fruits and off-season fruits and vegetables. Further, for quite a number 
of imported food items there are fairly close domestic substitutes in production 
so that increases or decreases of Canadian supplies should be added to changes 
in levels of consumption as a means of curtailing or expanding imports. 
This is true for prepared fruits and vegetables, to some extent for sugar, and 
for a fairly wide range of grain products, fish, meat and milk products, oil 
seeds and various food processing activities in Canada. 


Table 34 
IMPORT PROSPECTS OF FOOD PRODUCTS 


(value in millions of constant 1949 dollars unless otherwise noted) 


Item Actual Projections 
1953 1955 1965 1980 
Fruits 
Citcus fruits fresh 2 ivel ah ae ee ee 34 30 48 83 
Other fresh fruity sn ees as See io pie cee Se 33 35 at 83 
Deed fruity. .c33 one oe See ae ee 11 12 i3 16 
Cammed Iruit. | ic :. betes aoe eat eee o 18 19 is 45 
TUECES ENA SVEUIUS. oc Suds teem ects sees eater aians ieee 16 15 26 46 
Total Pritts... S25 4o Beek eee eee 109 111 165 273 
Wiitsts, GaThd. FS See, PO Peace coe cee 26 26 39 64 
Veeeta bles) oie iiicy ue eines bile 2 Bees ee ote oe ae 47 54 7 Liv 
Sasser, ood ey a Sr eee eee eile 77 90 101 138 
COCR: . 5 5 eee RESO 5 EIS sie ree ee alae oe ania 33 a2 i 88 
TEA teres. Aliases chatht 2 cate dee ds el eee oa PES: 22 2S 28 
CREO Sods hcl de « Pe Sei kee ee eee 14 19 19 ae 
CoPSIS ARG PEGCUCES ch he c siee eee eee ieee see 30 48 ae 45 
Pgh C5 oe Sa vA skein oer tre wie Siete oleate Beare er 8 12 10 12 
Meaieet). Fila Pet ie ee eo ees ae 6 10 8 12 
Mille products<\..:.2504 . 20s ate ot wee ee eee oe 3 8 5 6 
Miscellaneous Jase sos Pos fe ae ee ee 51 66 iy: 108 
TORN ics: § ea Gh a eee eee gee Cee ene ees 426 490 605 918 
GENE. (billions of 1949 dollars). 2S) 2) fea. 20,3 21.6 32.4 61.8 
Total food imports:as 9%. of G.N-E Ws cceck ane 2.09 Zand 1.87 1.49 


Individual totals may not add, due to rounding of figures. 


A DETAILED EXAMINATION OF CANADA’S IMPORT PROSPECTS 


HI, Tobacco Products and Alcoholic Beverages 


(a) Tobacco Products 


This section will deal with the prospects for imports of tobacco products 
and alcoholic beverages, in that order. Those imports of tobacco products 
which enter explicitly into Canada’s trade statistics amount to about $5 million 
a year at present, and represent only a minor part of the total Canadian 
consumption of tobacco products. However, even today there is a fairly 
sizable flow of tobacco products into Canada from the United States which 
do not enter through ordinary commercial channels; these items will be 
omitted. The recorded Canadian imports of tobacco products consist mainly 
of raw leaf for the manufacture of cigars, finished cigars, a small volume of 
manufactured cigarettes (mainly for consumption in Newfoundland), and 
small amounts of other raw leaf and cut tobacco, including some high quality 
pipe tobacco imported from the United Kingdom.® The present situation 
differs considerably from that which existed in the early 1920’s, when a com- 
paratively large proportion of the Canadian tobacco consumption was based 
on imported leaf. However, Canadian manufactures have more or less con- 
tinously accounted for the great bulk of manufacturing operations on those 
tobacco products sold in Canada. 


The growth in Canadian consumption of tobacco products has been discussed 
in the study of personal expenditure on consumer goods and services prepared 
for the Commission; the estimates of prospective imports of tobacco products 
have been substantially based on the consumption study. It was argued that 
fairly modest increases in per capita consumption of tobacco products in 
Canada might be expected, with the form of consumption continuing to shift 
toward manufactured cigarettes. Regarding imports, the general judgment is 
that the import share of the Canadian market for various tobacco products 
and for raw leaf will continue at their present low levels. There is no scarcity 
of good land for the production of a high quality leaf tobacco in Canada. 
Canada is a comparatively cheap source of leaf tobacco; thus imports of 
leaf are not expected to replace domestic supplies. There will undoubtedly 
be some continued importation of cigars and of leaf for the manufacture of 
cigars and it has been assumed that such imports will increase proportionately 
with the cigar consumption in Canada. Canadian manufactures of cigars, 
cigarettes and cut tobacco products have some margin of tariff protection; 
though, except with respect to cut tobacco, only a part of the protection is 
now used.° There are considerable economies of larger scale production still 


‘It is estimated that imports of manufactured cigarettes through commercial channels 
amounted to less than 1.5% of the Canadian market for cigarettes in 1955, and that imports 
of cut tobacco amounted to less than 1% of the Canadian market. 


J. H. Young, op. cit. In 1955, the Canadian manufacturers’ price, net of excise taxes and 
duties and sales taxes, exceeded the American manufacturers’ price, net of similar taxes 
by less than 3% for cigars, 9% for cigarettes, but by approximately 40% for cut tobacco. 
The tariff protection of the Canadian manufacturers was estimated at about 3¢ a pack of 
cigarettes, and about 40% for pipe and cigarette tobacco. 
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open to Canadian manufactures of tobacco products and it seems reasonable 
to expect some improvement in the competitive position of these manufactures 
relative to foreign sources of supply in the future. Further, new firms with 
new plants are currently entering the Canadian market for tobacco products; 
this suggests that manufacturing the products in Canada is a better alternative 
than importing them through commercial channels. Assuming the present 
import duties, and considering the expected improvement in the competitive 
position of Canadian tobacco manufacturing operations, it seems unlikely 
that the import share of the Canadian market for manufactured tobacco 
products would increase substantially. The rough working assumption of this 
study is that the import shares for each type of product will remain roughly 
at the same levels in the next 25 years as they were in 1955. 


The prospects for imports of tobacco products are summarized in Table 35, 
and the detailed sources and judgments are set out in Appendix C. 


(b) Alcoholic Beverages 


Imports of alcoholic beverages into Canada amounted to a little less than 
$30 million in 1953 (measured in 1949 prices) and to about $27 million in 
1955. This is a comparatively minor part of the total Canadian imports and 
a small part of total Canadian consumption of alcoholic beverages. The 
imports consist mainly of spirits, of which Scotch whisky is the most important 
but not the only item; also comparatively small amounts of wine are imported 
into Canada. Imports of alcoholic beverages have declined considerably during 
the last three decades compared with total imports and compared with the 
consumption of alcoholic beverages in Canada. This is primarily due to a 
change in Canadian drinking habits from imported to domestically produced 
spirits. In turn this is partly attributable to the higher retail price for imported 
than for comparable Canadian spirits. Further, there has been a surprisingly 
small increase in the per capita Canadian consumption of wine and in the 
imports of wine. This is partly because the great mass of Canadians have not 
developed a taste for drinking wines and partly because imported wines are 
not given particularly favourable treatment as regards price and listings by 
provincial liquor control authorities. 


Estimates of the prospective levels of consumption of alcoholic beverages 
in Canada have been set out in the study of consumer lexpenditure prepared 
for the Commission. Broadly speaking it is expected that the per capita 
consumption of alcoholic beverages will increase at a somewhat slower rate 
than per capita income. It appears likely that the more expensive types of 
alcoholic beverages such as imported spirits, and the high quality imported 
wines might increase in consumption somewhat more rapidly than the average 
for all alcoholic beverages. Thus it has been assumed that per capita Canadian 
consumption of spirits will increase by about 70% between 1953 and 1980 
but that the share of imports in the market will continue to decline. Similarly 
it has been assumed that per capita consumption of wine will increase by a 
little more than one-third: however, a small increase has been assumed in 
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the proportion of the Canadian wine market supplied by imported sources 
of supply. The expected levels of the imports of wine and spirits under these 
assumptions are set out in Table 35. 


Table 35 
IMPORT PROSPECTS OF TOBACCO PRODUCTS AND ALCOHOLIC 
BEVERAGES 
(millions of constant 1949 dollars) 
Actual Projections 
1953 1955 1965 1980 
WRODACCO DEOMUCS Crd um ach ba su: wariete wns « Seed vadiwts 5 5 q 11 
Alcoholic beverages 
WAKE are 6 PARI ES, .ctPe RATS see LORIE Te, eae 4 4 7 13 
SSDUGIESS tesees fave s/s o eR Pat Piet. Wet. Spe 2D ZS 38 63 
Ota a lcOHOlie"DEVETABES = cee sce ec eee le 29 Dh 45 76 
Total tobacco and alcoholic beverages........ 34 52 52 87 
GENE (oilons olvdollars)i.214% Jeter eset Pel 20.4 2S 32.4 61.8 
Total imports of tobacco and alcoholic beverages 
ASE F On GEN Me th. Sees has utrieete Red banras wey 0.17 0.16 0.16 0.14 


Source: See Appendix C. 


IV. Textiles, Clothing, Leather and Fur Products 


This group consists of imports of clothing and personal furnishings and 
materials for such uses, together with imports of textile products for industrial 
use. In Chapters 2 and 3 it was shown that the trend has been for this class 
of import to decrease relative to total imports, relative to G.N.E. and to the 
total domestic expenditure on clothing and personal furnishings. It is our 
judgment that these relative declines will continue. 


The general procedure for assessing the prospects for imports of clothing, 
personal furnishings and so on, consists of projecting the 1953 value of imports 
of various items (measured in 1949 prices) on the basis of indexes formed 
by analysis of the Canadian consumption and production prospects. The 
consumption prospects have been examined in the study of personal expen- 
diture on goods and services, prepared for the Commission. The general 
judgment expressed there was that a fairly rapid increase in Canadian expen- 
diture on clothing and personal furnishings would take place, though a modest 
decrease is expected in the proportion of consumer expenditure devoted to 
these purposes. In this respect our assumptions correspond with those expressed 
in the study of The Canadian Primary Textiles Industry, prepared for the 
Commission; that study suggested that Canadian consumption of textile fibres 
may reach between 235% and 270% of 1952-53 levels, by 1980. In the con- 
sumption study, judgments were also expressed about the form of the textile 
consumption, the trends suggesting a rapid increase in per capita consumption 
of synthetic and mixed textiles, a slight increase in per capita consumption of 
cotton products, and a continued decrease in per capita consumption of 
woollens. 
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One of the most difficult steps in appraising the prospective imports of 
textiles is speculation about the prospective share of the Canadian market 
for the various products which will be met by imports. The present position 
is that imports, mainly from the United States, account for about 10% of 
Canadian expenditure on clothing (when the estimated tourist expenditures 
on clothing are included), that imports account for 45% to 47% by yardage 
and 30% by weight of the Canadian market for cotton textiles, 40% by 
yardage and 23% by weight of the Canadian market for woollen fabrics, 
and 25%, by yardage and 14% by weight of the Canadian market for synthetic 
fabrics. These imports come in despite significant levels of Canadian tariffs, 
particularly for synthetic fabrics. Imported yarns capture much smaller 
proportions of the Canadian market than do imported fabrics. The import 
shares of the Canadian market are smaller for footwear than for textile 
fabrics, even after allowance is made for tourist imports. 


The import shares of the Canadian market for clothing, manufactured 
textiles and footwear have been much higher in the last two or three years 
than they were in the late 1930’s and the immediate postwar years; however, 
in most cases the import shares are smaller than they were in the late 1920's. 
It is quite clear that the import share of the Canadian market for these items 
was abnormally low between the end of the war and 1950, due to world 
scarcities, special Canadian import restrictions and so on; it follows that at 
least some part of the recent increases in imports are a return to a more 
normal competitive world trading position. Having said this, it must be 
confessed that we do not know whether the import shares during the last 
few years represent (what the economist calls) a long-run equilibrium position. 
On the one hand, a typical short-run reaction to a sharp deterioration in the 
competitive position of Canadian industry would be continued Canadian 
production at reduced prices and profits, which in the long-run would be 
followed by some further reductions of Canadian output and the Canadian 
share of the market. On the other hand, the rate of capital inflow and excep- 
tionally high rate of increase in economic activity in Canada in recent years 
has imposed abnormally heavy competitive disadvantages on the Canadian 
textile and clothing trades, disadvantages which would not be expected to 
continue indefinitely. No clear consensus on these matters appears to exist 
in the industry itself. The authors of the textile study questioned a group 
of firms, among other things, on the prospective market shares. They report 
as follows: 


‘‘Members of the Canadian industry are agreed that population and 
income growth will bring an expanding textile market in Canada over 
the long run. But our questions elicited a strong undercurrent of pessimism 
regarding the ability of the industry to maintain, let alone enlarge, its 
share of the market. This pessimism stems from the recently increased 
intensity of import competition, which may expect to become considerably 
more severe with mounting pressure from Asia. At the same time, most 
members of the industry, as a consequence of their present problems, are 
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much more preoccupied with short-term business prospects than with the 
long-term outlook, and few seem to have attempted to develop concrete 
long-term appraisals.’”? 


Further, in setting out the prospects for Canadian textile production, the 
authors of that study assume that the best the industry will do is hold its 
present share of the market, approximately 75%, the alternative basis of 
calculation being a decline in the domestic industry’s share to 65% of the 
market by 1980. 


Our projections of imports of clothing, personal furnishings and materials 
for such uses differ in certain minor respects from the judgments expressed 
in the study of Canada’s primary textiles industry. First, our calculations 
were made in some detail, taking account of the prospective shift of clothing 
and footwear consumption toward synthetic materials for which the import 
Shares of the Canadian market are lower than the average for the group. 
Second, a comparatively minor increase has been assumed in the import share 
of the Canadian market for cotton and for woollens, with no change assumed 
for synthetics. Increased scale of Canadian production, together with 
rationalization of parts of the industry, should provide significant improve- 
ments in the competitive position of Canadian manufacturers. On the other 
hand, the high general level of productivity increases and the increasing 
relative scarcity of labour on the North American continent will work against 
the Canadian textile and shoe-manufacturing industries in competition with 
overseas sources, particularly where style considerations do not play a signif- 
icant role. 


It has been our assumption that imports of clothing, including those entering 
under tourist privileges will be about 250% of 1953 levels by 1980, primarily 
_ because bargains will continue to exist in the United States. Imports of cottons 
and manufactures are expected to double between these years, with imports 
of raw materials increasing a little less rapidly than for manufactured goods. 
Imports of wool and woollen manufactures are expected to increase by roughly 
40%, while imports of synthetics approximately triple. No significant increase 
is expected in the imports of flax, hemp, and jute products, and binder twine 
and cordage, taken together, mainly because of the competition from other 
materials. Imports of hides and skins are expected to increase by oniy 50%, 
partly because the growth in the production of meat in Canada will (inciden- 
tally) produce a rather rapid increase in the supply of hides and skins, and 
partly because some substitution of synthetic materials for hides and skins is 
expected. Imports of leather products have been assumed to double. Imports 
of furs have been assumed to reach about 290% of 1953 levels by 1980, 
mainly because fur and fur-trimmed clothing will probably continue to be an 
item of high prestige value in Canada, with rapid increases in expenditure on 
such items and imports of fur products. The prospects are summarized in 


7The Canadian Primary Textiles Industry, A study prepared for the Commission by the 
National Industrial Conference Board (Canadian Office), Ottawa, 1957. 
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Table 36. Roughly speaking, imports for the group are expected to reach 
210% of 1953 levels by 1980, amounting to approximately $1,000 million 
(1949 dollars) in that year. 


The prospective growth and the characteristics of Canada’s imports of 
textiles, clothing and personal furnishings has important implications for 
the geographical source of Canadian trade. The relative decline in imports 
of woollen manufactures will probably fall most heavily on items imported 
from the United Kingdom and on raw wool imported from Australia. The 
most rapidly growing items, such as clothing and synthetic textiles, are derived 
predominantly from the United States. The growth in the Canadian market 
for furs presents an opportunity mainly to the Soviet Union and to those 
areas which produce certain types of lamb products. The relative decline in 
imports of flax and hemp will fall predominantly on the Asiatic countries 
bordering on the Pacific. 


As for many other groups of imports one of the most striking features of 
Canada’s position is the closeness of possible substitution between domestic 
and imported sources of supply for the textile, clothing and personal furnishings 
group. Except for raw cotton, raw wool, hemp and jute there are close domestic 
substitutes for almost every type of clothing and textile product imported. 
In the past, variations in Canada’s general international economic fortunes 
have been an important influence on the position of the textile industry. 
It is not unreasonable to expect this to continue. In particular, a less rapid 
increase in the growth of the Canadian economy would probably be accom- 
panied by an increase in the domestic industry’s share of the Canadian market. 
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V. Furniture, Household Appliances and Household Radio and 
Television Equipment 


Imports of furniture and household appliances, together with parts for the 
manufacture of such commodities, are a comparatively small part of the total 
Canadian merchandise imports at the present time, but the value of the group 
has increased rapidly during the last three decades. During 1955, this group 
of imports amounted to about $150 million in current prices, and about 
$130 million in 1949 prices. Currently, the largest items in the group are 
refrigerators and parts, and parts for the manufacture of radio and television 
sets in Canada. These imports are large both because refrigeration and elec- 
tronic equipment account for a large part of the Canadian market for household 
appliances and because the sales of such items have a comparatively high import 
content. For other items, such as vacuum cleaners, sewing machines and 
automatic laundry equipment, the import share of the Canadian market is 
also quite large, but the related imports are comparatively small in value 
because of the limited Canadian expenditure on such goods. Imports of other 
items, such as stoves, miscellaneous cooking equipment, flat irons, conven- 
tional washing machines and the smaller heating appliances, are also com- 
paratively small because the Canadian market for such items is supplied 
mainly from Canadian sources. Finally, imports account for a very small 
proportion of the total Canadian market for furniture, amounting to about 
3% for wooden furniture and approximately 10% for metal furniture in 1954. 


The prospects for imports of furniture and household appliances depend 
on the growth in the Canadian expenditure on such items and on the division 
of the Canadian market among domestic and foreign sources of supply, 
including imports of parts and components. In the study of personal expen- 
diture undertaken for the Commission, it was argued that the proportion of 
personal expenditure devoted to household appliances (including household 
radio and television equipment) would probably increase in the future.® 
Considering this change together with the expected growth in total personal 
expenditure, it was suggested that the Canadian market for household 
appliances might increase from about $430 million in 1955 to about $1,580 
million in 1980, both measured in 1949 prices. It appeared unlikely that the 
proportion of expenditure devoted to furniture would alter substantially from 
present levels; even so, the prospect is that the Canadian market for furniture 
would increase from about $240 million in 1955 to about $685 million in 
1980, again in 1949 prices. No attempt has been made to forecast the demand 
for particular types of household appliances or furniture, partly because a 
very limited reliability could be placed on estimates put together rather 
quickly, and partly because past experience provides little specific guidance 
on the prospects for the (almost inevitable) flow of new products. 


Forecasting the import share of the Canadian market for furniture, 
appliances and electronic equipment is an even more hazardous venture than 


‘David W. Slater, Consumption Expenditures in Canada, Ottawa, 1957. 
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setting out the prospects for the consumer expenditure on such items; yet 
it is a venture of considerable interest and one on which a number of judg- 
ments were expressed to the Commission. The study of The Canadian Electrical 
Manufacturing Industry, prepared for the Commission has been particularly 
helpful, as have been a number of briefs presented by companies 1n the elec- 
trical manufacturing industry.? Household appliances are an important 
instance where the prospective scale of the Canadian market, economies of 
large-scale production, changes in methods of production, and rapid changes 
in the types of products come together as determinants of the division of 
the market between domestic and foreign sources of supply. 


Analysis of the present situation and of the historical record provides the 
main basis for speculation about the future sharing of the Canadian market 
for appliances. In 1955 imports of finished applhances and parts amounted 
to about 31% of Canadian personal expenditure on such equipment, valued 
at retail in current dollars. In constant dollars, the ratio was approximately 
29%. Measuring the import share of the Canadian market in this way, imports 
have accounted for higher proportions of the market in recent years than in 
either the late 1920’s or before World War II, and much higher percent- 
ages than between 1948 and 1950. Before considering the present situation 
or the trends in any detail, it is appropriate to ask whether the recent experience 
as regards imports of this group is unusual or abnormal. It is our belief, based 
on arguments in Chapter 3, that the relative role of imports in the Canadian 
appliance market has not been markedly abnormal in recent years, that the 
increases in import shares between 1950 and 1955 mainly represent a return 
to normal trading relationships. However, both the exceptionally high rate 
of growth in investment activity at the present time and the extremely rapid 
rate of adoption of television sets during the last two years have tended to 
make the over-all role of imports of appliances and parts somewhat larger 
relative to the aggregate market for such appliances, than they would ordinarily 
be: 


Let us examine briefly the present position as regards sharing of the Canadian 
market for various kinds of appliances. Generally speaking the imports of 
household appliances and electronic equipment and parts for the manufacture 
of such equipment come in over a tariff wall. Also, generally speaking, for 
the major appliances the tariff protection is fully used. However, there are 
some instances in which Canadian prices, net of excise and sales taxes, exceed 
the United States price (net of such taxes) by less than the amount of the 
tariff, such items as conventional washing machines, sewing machines, electric 
flat irons and vacuum cleaners. In a few instances the Canadian manufacturers 


9Clarence L. Barber, The Canadian Electrical Manufacturing Industry, Ottawa, 1957. Among 
the briefs, special mention should be made of the one presented by the Canadian General 
Electric Company and the hearings at which Mr. Goss, the president of that company 
appeared. This brief and discussion of it pointed up very sharply the question of the scale 
of the Canadian market for electrical appliances and the competitive position of Canadian 
manufacturers, vis-a-vis foreign sources of supply. 
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appear to use more than the formal tariff on imports, the outstanding example 
being in electric ranges.1° Since Canadian prices of appliances are higher than 
American prices (both net of commodity taxes), in almost every instance there 
is a general presumption that Canadian costs of production for almost every 
type of appliance exceed those in the United States, despite the lower wage 
rates in Canada. The import shares of the Canadian market, and presumably 
the competitive position of Canadian manufacturers (given the existing tariff), 
differ widely among various products, imports being high for refrigerators 
and parts, radio and television parts, automatic laundry equipment, vacuum 
cleaners and sewing machines, and low for stoves, conventional washing 
machines, radio and TV sets, miscellaneous cooking equipment, flat irons 
and most small appliances. 


In general the import share of the Canadian market is comparatively small 
for those appliances or operations in which the typical scale of production 
unit in North America is also small; the import share is comparatively large 
for those appliances or operations in which the North American scale of pro- 
duction is usually large. The manufacture of small appliances, assembly 
operations on some larger appliances and the production of items of less 
exacting technical standards and complexity are commonly carried on in 
smaller scale enterprises than are the manufacturing of large appliances and 
complex but highly standardized parts like small motors. Second, the import 
share of the Canadian market is typically larger for newer products or products 
subject to fairly rapid changes in design than it is for older products and 
for ones which change design less frequently. The production of refrigerators 
is a more complex operation dealing with newer goods which are subject to 
rapid changes in product design than is the production of electric stoves; 
the same argument applies to automatic laundry equipment compared with 
conventional laundry equipment. It is not surprising to find the import shares 


of the Canadian market much larger for refrigerators and parts, and for 


automatic laundry equipment than they have been for electric stoves and 
conventional laundry equipment. (Of course, the provisions of the codes of 
electrical standards in Canada have been a peculiarly severe limitation on 
imports of stoves into most provinces.) 


Earlier in this section it was pointed out that the aggregate ratio of imports 
of appliances and parts to personal expenditure on such items in Canada 
has been higher in recent years than it was in the late 1920’s. This over-all 
position may appear to conflict with the observation that for many types 
of appliances, imports are now of smaller importance relative to the market, 
and with the observation that Canadians now manufacture a somewhat broader 
range of household electrical goods than they did three decades ago. The 
apparent conflict is to be explained by two factors. First, the mixture of 
household appliances demanded by Canadians has gradually shifted toward 
items which have higher than average import content, such items as refrigera- 


10See J. H. Young, op. cit. 
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tors, radio and television sets. Second, while a broader range of electrical 
goods are now manufactured in Canada, there are many newer products in 
which Canadian manufacturing is in the early stage of development 


It is widely recognized that Canadian costs of production of almost every 
type of household appliance are higher than those in the United States, and 
also widely argued that one of the main reasons for these higher costs are 
the much smaller scale of operation of the typical manufacture of a particular 
kind of appliance in Canada than in the United States. Canadian scales and 
methods of operation appear to be typically very much below the minimum 
efficient scale for most of the major appliances, particularly for refrigerators 
and electric ranges. For some of the smaller items, the Canadian operation 
appears to be below but somewhat closer to the optimal scale of operation. 
A major question concerns the effects of growth and rationalization of Cana- 
dian production on the competitive position of Canadian manufacturing in 
the future. Almost as big a question is the effect of the introduction of new 
products and new techniques on the Canadian competitive position in the 
manufacture of household appliances. These matters have been discussed at 
some length in Appendix C. Our judgment is that the ratio of imports of 
household appliances and electronic equipment and parts for their manufac- 
ture will be smaller in the future than at present, declining from about 29% 
in 1955 to about 22% by 1980. This judgment implies a reversal of the 
experience of recent years and a reversal of the trend as judged by comparing 
recent years with prewar years or with the late 1920’s. The judgment is based 
on the following considerations. The television boom may be expected to 
slacken off a little, reducing the over-all ratio of imports of appliances, radio 
equipment and parts compared with domestic consumption. It is expected 
- that the Canadian market for many kinds of appliances will triple and more 
in the next 25 years; it is our judgment that such a growth, particularly if 
it is accompanied by some rationalization in the Canadian manufacture of 
appliances, should provide most of the economies of larger scale production 
available at present. This would tend to reduce the level of imports compared 
with final expenditure by Canadians. The package of marketing and trans- 
portation activities included in the retail price of appliances is expected to 
grow more than proportionately to the retail sales, another factor leading 
toward a somewhat less rapid growth in imports than in the retail sales. 
On the other side of the ledger it is expected that the past pattern of develop- 
ment of new durable items will be repeated in the future; that is, as new 
durable items have come into Canadian consumption, the import of the 
finished article and of parts for Canadian assembly have constituted a very 
large share of the Canadian sales of the item in the early stage of adoption. 
Furthermore, it seems likely that the kinds of new durables which will become 
popular will include many complex items for which imports remain large even 
after some substantial level of production in Canada is obtained. Finally, while 
the impact of new technological developments on the optimal scale of produc- 
tion is by no means clear at the present time, at least some of these will 
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have the effect of increasing the minimum efficient scale of the production 
unit in manufacturing household appliances. It is the judgment of this study 
that the influences tending to reduce the over-all import content of Canadian 
expenditure on appliances and radios will more than offset those tending 
to expand the import content. In this respect our judgment more or less 
corresponds with that expressed by Dr. Barber in the study of the Canadian 
electrical manufacturing industry. 


In contrast with household appliances, the long-run trend has been for the 
import share of the Canadian market for furniture to decline from what were 
low levels to even lower levels. Evidence presented in the study of Canadian 
commercial policy indicates that the Canadian prices of wooden furniture are 
lower absolutely than the prices of such furniture in the United States, when 
allowance is made for internal commodity taxes in the two countries. Thus, 
vis-a-vis the United States, the existing Canadian tariff on imported furniture 
is not reflected in Canadian prices. It appears quite clear that the Canadian 
costs of production of wooden furniture are lower than in the United States. 
However, as compared with Scandinavia, the Canadian cost of production 
appears to be relatively high for wooden furniture. Importation of Scan- 
dinavian furniture is limited by the tariff, by the transportation costs and by 
the considerable marketing difficulties of dealing with manufacturers who are 
in foreign countries several thousand miles distant. For metal furniture, the 
Canadian competitive position appears to be not as favourable relative to the 
United States as it is with respect to wooden furniture, but the Canadian 
prices of such furniture are typically less than the United States prices plus 
the tariff. Providing that Canadian manufacturers can supply attractive designs 
at the current level of prices compared with those in the United States and 
in Scandinavia, it seems unlikely that the import share of the Canadian 
furniture market would significantly increase; indeed, it is our judgment that 
some small further decrease in this ratio will take place. 


The estimates of imports of furniture, household appliances and household 
radio and television equipment and parts for such uses have been set out in 
Table 37. Roughly speaking it is our judgment that such imports will triple 
between 1955 and 1980, increasing from about $130 million to about $380 
million, both measurements in constant 1949 prices. This means that the 
imports of furniture, appliances, radio equipment and parts for such uses, 
are expected to grow at about the same rate as G.N_E. 
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VI. Miscellaneous Manufactured Consumer Goods 


Canada imports a rather large volume of assorted consumer goods in 
addition to the items which have already been discussed. These items have 
been gathered together under the heading of miscellaneous manufactured 
consumer goods; the content of the group was described in some detail in 
Chapters 2 and 3 and more precisely in Appendix A. The more important 
items in the group include books and printed matter, drugs and pharma- 
ceuticals, amusement and sporting goods, musical instruments, cutlery, electro- 
plated ware, clocks and watches, tableware of china, jewellery, assorted tourist 
purchases, post office parcels and settlers’ effects.1' As was shown earlier 
this collection of items has become a larger proportion of the total merchandise 
imports; indeed, imports of the group as a whole have increased somewhat 
more rapidly than G.N.E. It is our expectation that this trend will continue. 


In dealing with the prospects for imports of these goods, in the first instance, 
only a limited breakdown among the various items was made. Tourist pur- 
chases, postal parcels and settlers’ effects were separated from the total and 
each was dealt with. The remainder of the group was projected on the basis 
of the expected growth in aggregate consumer expenditure in Canada together 
with some impressions about the growth of imports of these miscellaneous 
manufactured consumer goods relative to aggregate consumer expenditure. 


Consider first the main body of the imports of miscellaneous consumer 
goods. The group is dominated by a number of items for which Canadian 
consumption is likely to increase proportionately with, or more than propor- 
tionally to consumer expenditure, items such as books and printed matter, 
drugs and pharmaceuticals, amusement and sporting goods, bicycles, toys and 
gardening equipment.!? Despite the growth in the Canadian market, the 
import share of the Canadian market for many of these goods was larger 
between 1952 and 1955 than the average between 1926 and 1929 (e.g. see 
Table 14 regarding books and printed matter, drugs and pharmaceutical 
products and bicycles). It seems unlikely that a very substantial decline in 
the import shares will take place in the future. This judgment, together with 
the prospective growth in the market, implies a future trend of increase in 
the imports of miscellaneous consumer goods more rapid than in total personal 
expenditure. However, there are a number of items in the group for which 
Canadian expenditure has increased in the past, and will probably increase 
in the future, less rapidly than total personal expenditure, including such 
things as cutlery and china tableware. These items by no means dominate 
the group. For the group as a whole, our judgment is that the imports will 
increase as a proportion of consumer expenditure by about 11% between 
1953-55 and 1980; that is, from about 1.9% of consumer expenditure to 2.1%, 


11Some portion of “‘tools and hand implements”’ should be included here, but as we do not 
have an adequate basis for such assignment, the whole group was placed in imports of 
machinery and equipment. 


David W. Slater, op. cit. 
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all figures based on data measured in constant (1949) dollars. Measured in 
current dollars the proportion increased between the late 1920’s and 1953-55 
from about 1.43% to about 1.78% of consumer expenditure; measured in 
constant dollars the increase was from 1.76% to 1.90%. The resulting estimates 
of imports of the main body of the miscellaneous manufactured consumer 
goods are set out in Table 38. 


Regarding settlers’ effects, the forecast of imports has been based on an 
assumption that net immigration will amount to 75,000 per annum, and that 
it will take 125,000 a year gross immigration to sustain this figure. It has 
been assumed that a 25% increase takes place in the value of settlers’ effects 
per immigrant over the next 25 years. For tourist purchases (excluding clothing, 
furniture and appliances) there are a number of indications that these will 
increase about as rapidly as aggregate consumer expenditure. Foreign tourism 
appears to be one of the more important ways in which Canadians spend 
their increasing incomes. Similarly, the imports of postal parcels may be 
expected to increase fairly rapidly as these depend upon ease of communication 
and familiarity of people with market opportunities and persons abroad. 


When all of the items are added together the indications are that the 
imports of the group may almost triple in the next 25 years, thus increasing 
in about the same degree as G.N.E. In 1949 dollar terms, the expected value 
of imports for the group in 1980 is $990 million, compared with $342 million 
Vi ald i 8 
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VII, Autos, Trucks and Parts 


It was shown earlier that imports of autos, trucks and parts formed a quite 
large and historically increasing proportion of Canadian merchandise imports; 
imports of parts are of much greater value than imports of finished vehicles. 
It is our expectation that while this group of imports will continue to be very 
important, they will grow somewhat less rapidly than G.N.P. The judgment 
is based mainly on the view that the value of vehicle production in Canada 
will increase less rapidly than G.N.E. in the future. 


The prospects have been examined separately for imports of autos, trucks 
and automobile parts. For the finished automobiles and trucks the basic 
procedure has been to estimate the Canadian sales and then to arrive at 
some judgment regarding the division of the market between imported and 
domestically-produced vehicles. For imports of parts, an estimate was made 
of the value of Canadian production of vehicles, together with some judgment 
regarding the proportion consisting of imported components. In this section 
auto parts includes items so designated in the import statistics of motor vehicles 
together with imports of automobile and truck engines. A number of other 
materials and parts are used in the production and servicing of automobiles, 
items which fall into other sections of trade statistics: such items have not 
been considered in this section. The limited range of parts dealt with here 
accounts for the ratio of imported parts to the gross value of vehicle manu- 
facture being less than 35%; if all imported parts and materials were included 
the ratio would be close to 40%. 


As the detailed analysis of prospective imports of autos, trucks and parts are 
set out in Appendix C, only the general line of argument is set out at this 
point. First, consider imports of finished automobiles. The expected sales of 
automobiles in Canada were discussed in the study of consumer expenditure 
carried out for the Commission.!* The judgment there expressed was that the 
level of sales of new automobiles would be 955 (+70) thousand in 1980 
compared with about 360 thousand in 1953. Imports of automobiles consist 
of the larger North American-type of vehicles sold by the major companies, 
together with a substantial part of the sales by the independents, together 
with imports of European-type cars. The imports of North American-type 
automobiles now amount to 7% of Canadian automobiles sales. Our judg- 
ment is that this proportion will decline a little, partly because of an expected 
decline in the share of the market held by the independents and partly because 
some small increase is expected in the proportion of the larger automobiles 
made in Canada. Imports of European cars, mainly small vehicles, amounted 
to about 5.5% of the Canadian sales of new automobiles in 1955. In the 
aggregate these have been becoming a smaller proportion of the Canadian 
markets since 1950. However, there has been a quite different trend for German 
vehicles than for British, the former having increased in volume of import 


13Ibid. See also The Canadian Automotive Industry, a study prepared for the Commission by 
the Sun Life Assurance Company of Canada, Ottawa, 1957. 
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quite sharply since 1953. German automobiles have been obtaining larger 
proportions of the small-car market, rather than displacing North Amer:can- 
type vehicles. Our guess is that the European-type automobile will capture 
somewhat smaller proportions of the Canadian automobile market in the 
future, partly because of the limited Canadian acceptance of European-type 
styling of vehicles and partly because the good North American-type used- 
automobile will always give the small European vehicle rather tough competi- 
tion. The net result of these judgments is an expectation that imports of 
North American-type automobiles may amount to about $117 million in 1980 
compared with $55 million at the present time (both measured in 1949 constant 
dollars); it is expected that imports of European-type vehicles may be of the 
order of $38 million in 1980 compared with $17 million in 1955. 


Turning now to trucks, the expected volume of Canadian sales has been 
taken from the study of the automobile industry prepared for the Commission. 
During the last five years the proportion of Canadian truck sales represented 
by imports of North American-type trucks has increased considerably, now 
amounting to about 8.9% of truck sales. It is well known that these imports 
are predominantly of large and specialized vehicles. In our judgment the 
imports of North American-type trucks will increase somewhat in the future 
relative to the total sales of trucks in Canada, partly because it is expected 
that the larger and specialized trucks will become a greater part of the Cana- 
dian market for trucks and partly because it does not seem likely that the 
Canadian truck market will expand sufficiently to permit any substantial 
relative increase in Canadian production of heavy vehicles. Generally speaking, 
in recent times the imports of European-style trucks have not amounted to 
a large share of the Canadian truck market though for a short time after the 
devaluation of 1949, imports of British trucks reached substantial levels. 
More recently, imports of light German trucks have achieved considerable 
importance. Our estimate of the prospects for imports of trucks is that 
European-style vehicles will not account for a very much larger share of the 
Canadian market in the future than they do at the present time. These judg- 
ments about imports of trucks imply an increase in the value of imports of 
North American-type trucks from $25 million to $71 million between 1955 
and 1980 and an increase from $1.6 million to $3.6 million for imports of 
European trucks over the same period. 


Turning now to the probable imports of automobile parts, one of the 
important requirements is an estimate of the Canadian production of motor 
vehicles. To obtain this it is necessary to form some idea of the Canadian 
export of automobiles and trucks in addition to the expectations about Cana- 
dian sales and imports of vehicles. It has been assumed that Canadian exports 
of automobiles will be about 15,000 vehicles a year in the future, not 
very. different from the present level. On the other hand, it has been assumed 
that the Canadian exports of trucks will increase from about 10,000 vehicles 
a year in 1960 to 18,000 vehicles a year in 1980. This somewhat more favour- 
able assumption for trucks is based primarily on a view that trucks will be 
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considered somewhat more essential to the economic development of over- 
seas areas than are passenger automobiles. Putting these export assumptions 
together with those dealing with Canadian sales and imports, an estimate is 
derived of the number of vehicles to be produced in Canada. In turn these 
numbers have been converted into estimates of the value of vehicle production 
at manufacturers’ prices. (The method of conversion to a value basis is set 
out in Appendix C.) During the last five years, imports of those automobile 
parts which are being dealt with in this section, have averaged about 329, 
of the value of automobile production in Canada. These imports include some 
replacement parts but it seems likely that the bulk of the imports have been 
for the manufacture of new vehicles in Canada. It seems unlikely that the 
imports of parts for inclusion in new vehicles have averaged less than 297% 
of the gross value of Canadian vehicle production. (It should be recalled that 
the group under discussion does not include all imported automobile com- 
ponents and materials.) In recent years the imports of parts have been much 
higher than the average for the five-year period, amounting to 39137 Mie 1954 
and 36.6% in 1955. A part of this increase is due to imports of automatic 
transmissions but it seems unlikely that this factor alone can explain the higher 
ratio of imports of parts to vehicle production. It is our understanding that 
current competitive conditions in the automobile industry have driven the 
firms toward more economical sources of supply and that this drive has 
tended to increase the import content of the average vehicle. 


It is our judgment that the ratio of imports of parts to the gross value of 
vehicle production in Canada will be a little smaller in the future than it is 
at the present time; we have assumed that the ratio falls from about 37% in 
1955 to 29% in the other years. Judging by experience in the United States, 
it seems unlikely that the complete production of automatic transmissions 
will take place in Canada. The impact of new methods of production is expected 
to increase the minimum efficient scale of production in many lines of manu- 
facture of automobile parts. One would reasonably expect that the growth in 
the volume of automobile production in Canada should yield substantial 
economies of larger scale operations in parts manufacture, except where they 
are offset by the impact of what is popularly called automation. The ratios of 
imported parts to the gross value of production which have been here assumed 
together with the expected value of vehicle output implies a level of imports 
of parts of about $430 million in 1980 compared with $230 million in 1955. 
both figures in 1949 constant dollars. 


No very precise information is available on the prospects for imports of 
buses. Such imports only amount to about $4 million at the present time. 
It has been assumed that this figure will roughly double by 1980. 
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VII. Machinery and Equipment 


Because of the complicated nature and growing importance of imports of 
machinery and equipment, a considerable discussion of this group was under- 
taken in Chapters 2 and 3. Turning now to the prospects for this group of 
imports, it will be useful to recall a few of the points raised earlier. The group, 
imports of machinery and equipment, has been defined to correspond with 
the concept of investment in machinery and equipment (as set out in Public 
and Private Investment in Canada).'4 The imports are priced at declared values 
as in the Canadian trade statistics. As this value is considerably less than 
market prices which are used to measure investment expenditure on machinery 
and equipment the imports represent a somewhat smaller proportion of the 
new investment (valued at market price) than one might expect. It should 
also be recalled that the import group includes some materials and com- 
ponents which almost certainly are used in investment in machinery and 
equipment in Canada. 


It was argued that imports of machinery and equipment have been a large 
and increasing proportion of the total Canadian merchandise imports; indeed, 
they have had a growth somewhat more rapid than that of Canada’s G.N.P. 
The size and the rapid growth of this type of import is to be explained primarily 
by the sustained high import-content of investment in machinery and equip- 
ment in Canada and by the rapid growth of such investment expenditure. 


It is the expectation of this study that the past trends will continue; specif- 
ically it appears likely that the imports of machinery and equipment will 
continue to grow more rapidly than Canada’s G.N.E. This view is mainly 
based on an expectation that investment in machinery and equipment will 
account for a larger fraction of the Canadian G.N.E. in the future than it 
does at present. In turn, the latter judgment is based very largely on a study 
of the demand for industrial capital carried out for the Commission as part 
of the study of output, labour and capital.!® As part of this study of Canada’s 
imports, considerable attention has been given to the sharing of the Canadian 
market for machinery and equipment between imported and domestic sources 
of supply. In general terms the conclusion of the latter exercise is that a 
relatively minor decrease from the present position is to be expected in the 
proportion of the Canadian machinery market supplied by imports. 


‘4There are three qualifications to this definition. First, while an estimate has been made of 
that portion of the imports of autos, trucks and parts which flow into investment uses, this 
group has been omitted from the discussion in this section of the study. Second, some part 
of the imports of aircraft and parts (including engines) should properly be assigned to the 
group, imports of machinery and equipment. Because it has not been possible to separate 
out those imports which flow into military uses, no such assignment has been made; the 
error on this account is small. Finally, a number of imports of industrial materials which 
probably flow into investment in machinery and equipment have not been assigned to this 
import category, for lack of precise information. 


'5Hood and Scott, op. cit., Chap. 6. 
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The Size of the Market 

Detailed discussions of sources of information and methods of forecasting 
have been set out in Appendix C; only the main lines of the argument are 
set down below. The forecast of the new investment expenditure on machinery 
and equipment has been primarily based on Mr. Scott’s study of the demand 
for industrial capital. Mr. Scott’s procedure was based on studies of capital 
output ratios and of the stock and depreciation of capital equipment. These 
studies suggest that a substantial increase will take place in the ratio of capital 
in the form of machinery and equipment to output in Canada. Largely as a 
result of this assumption, investment in new machinery and equipment is 
expected to increase considerably as a ratio to the gross national production. 
As the coverage of investment in machinery and equipment in Mr. Scott’s 
study was slightly narrower than the concept of public and private investment 
in new machinery and equipment, Mr. Scott’s estimates had to be adjusted 
in minor respects to suit our purposes. The procedure by which this was 
done is set out in Appendix C. 

Imports of machinery and equipment, particularly of components, are 
influenced by the Canadian exports of such equipment. While these exports 
have never been large in proportion to the G.N.P., they do appear to be a 
little larger now than they were in the late 1920’s. The main export items 
consist of agricultural machinery, electrical apparatus, transportation equip- 
ment and some non-agricultural machinery. Views on the prospective exports 
of such equipment have been expressed in the general study of secondary 
industry in Canada and in the study of Canada’s export prospects, both 
prepared for the Commission. The consensus is that such exports will be a 
somewhat smaller ratio compared with G.N.P. in the future than in 1953-55, 
but it is unlikely that they will be less than 0.50% of G.N.P. in 1980. | 


Sharing of the Market 

Analysis of Canadian experience leads us to expect a comparatively small 
change from the present position in the sharing of the Canadian machinery 
market between imports and domestic supplies. Mr. Buckley’s study of capital 
formation in Canada between 1896 and 1930, together with comparable 
information available from 1926 to 1953 provides a very long-run view on 
this question,'® the data for selected years being placed in Table 40. For 
industrial, mining and electrical machinery considered together, the import 
share of the flow of such equipment at producers’ prices in Canada was about 
51% in 1953, compared with about 53% in the late 1920's and 55% in 1909-10. 
For office and store, professional and miscellaneous machinery, and equip- 
ment, the import share of the Canadian market in 1953 was 33% compared 
with 33% in the late 1930’s and about 40% in the late 1920's and prior to 
World War I. The import share of the Canadian market for farm machinery 
has been somewhat higher in recent years than it was either in the late 1920's 


16K. A. H. Buckley, Capital Formation in Canada, 1896-1930, Toronto, University of Toronto 
Press, 1955. Roughly comparable data from 1926 to 1945 were accumulated for the study 
of Public Investment and Capital Formation, Ottawa, 1945. The worksheets of the latter ; 
study were made available to the Commission, and they have been extended through !953. 
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or prior to World War I; this largely reflects the freer flow of farm 
machinery throughout the whole North American market; an increase in the 
export share of Canadian production of farm machinery parallels the increase 
in the import share of the Canadian market. 


Other observations on Canada’s experience support the view of comparative 
stability in the proportion of the Canadian machinery market supplied by 
imports. The value of imports of machinery and equipment developed in the 
functional classification of imports in Chapter 2, may be compared with 
private and public investment expenditure and exports of machinery and 
equipment. Between 1926 and 1929, the ratio of imports to the Canadian 
market, measured in this way, was 35%; between 1951 and 1955 it was 41.1%, 
both measurements being in current dollars. The latter figure appears to be 
slightly larger than normal, due to the very high levels of imports in 1954 and 
1955. In constant dollars the ratio averages 38% in the late 1920’s and 44% 
between 1951 and 1955. Another view is provided by the fairly detailed study 
of imports and apparent Canadian consumption of various types of equip- 
ment since 1926, data which were presented in Table 14. These data showed 
that quite commonly, imports accounted for a slightly smaller proportion of 
the Canadian market for particular types of machinery in recent years than 
they did in the late 1920’s, but there were quite a number of categories for 
which imports have recently been even larger parts of the Canadian supply. 

Mr. Scott’s forecasts of investment in machinery and equipment do not 
deal with the prospective investment by various industries, an important 
matter influencing the type of investment goods demanded and the role of 
imports in meeting this demand. As is explained in Appendix C, only fragmen- 
tary data exist regarding the relationship of industries undertaking investment 
expenditure to the types of machinery and equipment required. These frag- 
ments, together with the discussions of prospective investment and output in 
vartous industry studies prepared for the Commission, permit some speculation 
about the kinds of machinery and equipment which will be demanded. Assum- 
ing for the moment that the relative role of imports and domestic sources of 
supply for particular types of machinery and equipment is the same in the 
future as it was between 1953 and 1955, it is our judgment that the prospective 
changes in the content of the machinery and equipment investment will make 
only a slight difference to the aggregate ratio of imported to domestically 
supplied machinery and equipment; this slight difference appears more likely 
to be an increase than a decrease in the fraction of such investment accounted 
for by imports. 


The Prospects 


In setting out the prospects for imports of machinery and equipment our 
judgment is that the ratio of imports of such equipment to the sum of public 
and private investment and exports of machinery will decline slightly and 
gradually from the average proportion between 1953 and 1955, which was 
45.8%. Our specific expectations are set out in Table 41. The following con- 
siderations bear on this judgment: 


126 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


(1) 


(2) 


(3) 


The over-all ratio of imports of machinery and equipment to invest- 
ment in such items is an average of ratios for various equipment which 
differ widely. However, there has been very little change in the over-all 
ratio despite different rates of growth in investment in various kinds 
of investment in Canada and variations in the rate of growth of invest- 
ment expenditure by various industries. It has been argued in Appen- 
dix C that the change in the composition of the aggregate investment 
in machinery and equipment in the future will have relatively little 
effect on the proportion which is imported. 


Ordinarily we should expect that the rapid growth in the Canadian 
market for machinery and equipment will lead to some substitution 
of domestic sources of supply for imports, because the expanded 
market would permit reductions in Canadian costs through larger 
scale operations. It is clear that, other things being equal, the import 
share of the Canadian market for machinery is much smaller than the 
average for those lines in which Canada provides a comparatively 
large market, items such as pulp and paper and mining machinery. 
It is also clear that the minimum efficient scale of production is smaller 
for custom machinery than it is for standardized items; correspon- 
dingly the import share of the Canadian market is often smaller for 
custom machinery than for standard items. This must be qualified in 
that the effective protection for many lines of standard machinery is 
greater than for custom machinery. 


While there are some lines of production in which economies of 
larger scale production should improve the competitive position of 
the Canadian manufacturer, it should be noted that quite large expan- 
sions of the market have taken place during the last three decades 
without significant alteration in the import share of the Canadian 
market for many types of machinery. It should also be noted that 
economies of scale are much less important in the production of 
machinery and equipment than they are, for example, in the produc- 
tion of consumer durables. 


In the past a common experience has been for the bulk of a particular 
type of machinery and equipment to be imported when the Canadian 
market for the item was in the early stage of development; this was 
followed by a gradual substitution of domestic production for imports 
as the Canadian market expanded and developed. One would expect 
this pattern to continue in the future. However, historically, at the 
same time as the Canadian production was displacing imports of 
certain types of machinery and equipment, other new types of equip- 
ment were in the early stages of adoption in Canada with high levels 
of import. The net result has been a rather small change in the over-all 
ratio of imports of machinery and equipment to new investment in 
Canada in the long run, on this account. It seems reasonable to 
expect that this pattern of development will continue. 
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Both because we view the present (1955 and 1956) proportion of imported 
machinery as abnormally high, and because we believe that there is merit 
in the argument that growth will improve the competitive position of the 
Canadian machinery manufacturers, we have projected the ratio of imports 
to the Canadian machinery market at less than the current levels. Some 
will argue that we are seriously underestimating the probable improvement in 
the competitive position of Canadian machinery manufacturers. To such 
argument we can only answer that neither the history nor the production 
characteristics of the Canadian machinery industries lead us to expect a very 
radical change in the role of imports in the Canadian market for machinery 
in the next generation. 

The resulting projections have been set out in Table 41. The expectation 
is that the group of imports will increase from about $875 million in 1955 
to about $1,325 million in 1965 and $2,700 million by 1980, all figures in 
1949 constant dollars. The'rate of growth of such imports expected during 
the period is very largely governed by the rate of growth in public and 


private investment in machinery and equipment in Canada. 
Table 40 


SELECTED DATA ON THE IMPORT SHARE OF THE CANADIAN 
MARKET FOR MACHINERY AND EQUIPMENT, IMPORTS AND 
MARKET VALUED AT PRODUCERS’ PRICES 


(percentage) 
Office and store, 
All Industrial, Railway rolling professional and 
Year machinery mining and stock, other miscellaneous 
and Farm electrical land vehicles machinery, and 
equipment machinery machinery and ships equipment 
A. Buckley data 
1900 34 pa 60 10 50 
1905 34 pA 56 21 46 
1910 39 36 56 |e 40 
1912 43 42 63 29 37 
1920 34 37 53 13 33 
1924 30 32 41 1] 35 
1925 37 50 45 ry 36 
B. Other data | 
1926 43 4] St 26 43 
1928 49 SF, 53 46 36 
1929 42 58 55 16 Shey 
1937 fe) 41 a2 12 32 
1938 34 42 48 1] 34 
1939 40 49 49 28 33 
1947 47 59 62 16 43 
1948 41 68 56 6 30 
1949 43 64 35 ei 31 
1950 44 70 44 30 Zs 
1951 — ib 48 —- 32 
1952 — 69 49 — 35 
1953 — 59 51 vas 33 


Source: 1900-25 computed from K, A. H. Buckley, Capital Formation in Canada, 1896-1900, pp. 130-131; 
1926-53 computed from comparable data made available by Dept. of Trade and Commerce and extended 
as part of this study. Data for ‘‘all machinery” in 1951-53 were not included because the 
details for a few classes of machinery were not available. 
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A DETAILED EXAMINATION OF CANADA’S IMPORT PROSPECTS 


IX. Materials for Structures and Miscellaneous Investment Goods 


In this section, two closely related types of imports are dealt with. The 
group, materials for structure, was defined in Chapter 2 of this study and 
more carefully in Appendix A. At present, the main items in the group include 
unmanufactured wood products, structural steel, tubes, pipes and fittings, 
glass, light fixtures, paints, pigments and varnishes, and building hardware. 
The miscellaneous investment goods include mainly iron and steel and non- 
ferrous metal wire goods, designated as miscellaneous investment goods only 
because the items flow both into machinery and equipment and into structures. 
Neither at the present time nor since the turn of the century, has the import 
content been very high for investment in structures in Canada. Further, there 
appears to have been some trend of decline in these groups of imports relative 
to investment expenditure in Canada. For example, imports of such materials 
for structures as are included here averaged about 6.1% of public and private 
investment in structure in Canada between 1953 and 1955, compared with 
about 7.5% in 1928 and 1929. Imports of miscellaneous investment goods, 
as they are called here, amounted to about 0.33% of total public and private 
investment in recent years, compared with about 1% in the late 1920’s. Among 
the various imported items, there has been a considerable diversity of growth, 
rapid increases being found for imports of cement, tubes, pipes and fittings, 
light fixtures, and building hardware, and much slower rates of growth in 
imported structural steel, sheet and skelp for pipe, paint and pigments, and 
glass products. 


In considering the prospective imports of materials for structures and for 
miscellaneous investment goods, the first step is to form some notion of the 
prospective growth of various types of investment expenditure in Canada. 
The main estimates of prospective investment in structures (other than in 
residences and other than by government bodies) have been provided, as part 
of the study of output, labour and capital.'® This study suggests a general 
trend of decline in the proportion of G.N.E. which will be devoted to the 
investment in structures by industry, with some fluctuations about this trend. 
Estimates of investment in housing and social capital were prepared for the 
Commission. Also, an estimate of prospective investment expenditure 
by governments on non-defence projects was prepared. The latter sources, 
together with Scott’s estimates permitted estimates of the prospective 
private and public investment in structures, the details being placed in Appen- 
dix C. Roughly speaking, and making measurements in 1949 dollars, the 
expectation is that the public and private investment in structures will increase 
from about $3.1 billion in 1955 to $4.5 billion in 1965 and $7.0 billion in 1980. 
For the imports of miscellaneous investment goods, a better indicator of the 
growth in the Canadian market is provided by the total investment rather 
than by investment in structures alone. The estimates of investment in struc- 
tures which are provided here together with the investment prospects for 
machinery and equipment, set out in Table 41 provide the relevant information. 


'‘9Hood and Scott, op. cit. 
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Let us turn now to the fraction of the relevant Canadian investment expen- 
diture which may be met out of imported supplies. First, consider materials 
for structures. It is our judgment that the imported supplies will account for 
a smaller part of the Canadian investment expenditure in structures in the 
future than they do at the present time. For many types of materials for 
structures, like cement and bricks and building stone, it is unusual for move- 
ment to take place over long distances, thus it is not common to find imports 
of such items being very large. For lumber, a very important type of structural 
material, Canada is a net supplier to world markets. For other types of 
structural materials, the minimum efficient scale of production is not very 
large; though Canadian costs may exceed foreign costs of production, the 
excess is smallér than it is for many lines of manufactured goods. Finally, 
some sectors of Canadian manufacturing of structural materials have com- 
paratively high levels of protection, e.g. electric wire and cable. All of these 
factors combine to keep the imports of structural materials relative to Canadian 
investment in structures at fairly low levels. 


Historically there has been a decline in the proportion of Canadian investment 
in structures met out of imported supplies, a decline which would have been 
even greater if it were not for the exceptionally large demands for tube, pipe 
and fittings during the last few years and for the unusually large imports of 
cement. For many items, some (small) decrease has taken place in the import 
share of the Canadian market, including paints, pigments and varnishes, 
structural steel, and wood products. Already there exist programmes for the 
expansion of Canadian capacity to produce pipes and fittings and cement, 
developments which will tend to reduce sharply the proportion of the Canadian 
market for such items which will be supplied by imports. 


As a working rule, it has been assumed that the rate of decline in the propor- 
tion of private and public investment in structures accounted for by imported 
materials will be about the same in the next 25 years as it was between the late 
1920’s and the present. The resulting estimates of imports of materials for 
structures are set out in Table 42. Broadly speaking, such imports are expected 
to increase from $200 million in 1955 to about $255 million in 1965 and $352 
million in 1980, all in 1949 constant dollars. 


Since the imports of wire goods are so small relative to the Canadian market 
at the present time, it is hard to see how they could decline very much in the 
future. We have assumed that the imports of such items will increase in the 
future at the average of the rate of increase of materials for structures and 
imports of machinery and equipment. 
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X. Aircraft, Engines and Parts 


Imports of aircraft and parts, and aircraft engines and parts have been 
among the most rapidly growing sectors of Canadian imports. In considering 
the future, the group should be extended to include imports. of rockets and 
guided missiles and parts and components for the manufacture of such equip- 
ment in Canada. 


Much the most important factor influencing the use of aircraft in Canada 
and thus the import of aircraft and engines has been and will continue to be 
the national defence programme. For example, in 1953, the Canadian market 
for aircraft and engines was in excess of $250 million; the public and private 
investment in machinery and equipment by civilian airlines was only $7.5 
million in that year (see Table 43). During World War II and since 
1950, national defence has provided a very large market for aircraft equip- 
ment. As a matter of national policy, a large share of that market has been 
supplied by a Canadian aircraft industry. Even so, the imports of aircraft, 
engines and parts have been much larger than in periods when the defence 
programme was of smaller dimension. This is partly because some types of 
aircraft for military purposes, such as transports, have been imported; it is 
also partly due to the substantial volume of imported components and parts 
incorporated into aircraft manufactured in Canada. While precise information 
is not available or is not in the public domain, it seems unlikely that imports 
of aircraft, engines and parts which flow directly or indirectly into military 
uses were less than $140 million to $150 million in 1953 and 1955. 


It is not possible for us to make more than a working assumption about 
the future levels of imports of this group which will flow into military uses. 
We find it hard to believe that such imports will amount to less than $175 
million on the average during the next 25 years, when parts and components 
for rockets and guided missiles are included. Even if world tensions are reduced 
and national defence accounts for a smaller part of our G.N.P., it seems likely 
that the defence programme would account for an absolutely larger use of 
resources in the future. Within this framework, it appears likely that the 
aircraft and guided missiles programmes will also be of absolutely larger size 
in the future than at the present time. It will be assumed that, as a matter of 
national policy, Canada will continue to produce a substantial proportion of 
her military aircraft and guided missiles, but that the flow of imported parts 
and components is unlikely to be much smaller relative to the value of air 
machines produced in Canada than it is at the present time. Transport and 
cargo aircraft will probably continue to be imported for military uses. 


Let us turn now to imports of aircraft, engines and parts for civilian use 
in Canada. The civilian airline industry is much more heavily based on imported 
aircraft equipment than is the defence programme. All of the larger aircraft 
now on order by Canadian scheduled airlines or being considered for future 
orders are of foreign manufacture. While the civil airline market for aircraft 
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in Canada is not large (estimated expenditure on new machinery and equip- 
ment by civilian airlines was $10 million in 1955) it is a market which has 
grown rapidly and is expected to grow very rapidly in the future. The brief 
by TCA showed that operating revenue of that airline had increased at a rate 
in excess of 10% per annum in recent years: in projecting future revenue, 
that airline (quite conservatively, in our judgment) suggested that operating 
revenue by 1965 would be almost double the levels in 1955. CPA, in their 
brief, expressed the view that their volume of traffic would increase at an 
average rate of 20% per annum during the next ten years. Privately-owned 
aircraft are also predominantly of foreign manufacture, though Canada 
has had one or two very conspicuous successes in the development of smaller 
aircraft. The statistics of civil aviation in Canada indicate a comparatively 
rapid growth in the use of privately-owned machines, due in part to 
increased use of private aircraft for business purposes. 


Again, while precise data are not available, it seems unlikely that the imports 
of new aircraft, engines and parts, including repair parts, for civilian uses, 
amount to less than an average of $15 million a year at the present time. 
In view of the prospective growth of civilian air travel, it is hard to believe 
that such imports will be less than an average of $30 million a year by 1965, 
and an average of $60 million a year by 1980. Putting this working assumption 
together with that set out for military aircraft, it seems unlikely that the 
imports of aircraft, engines and parts for all uses will amount to less than 
$205 million by 1965 and $235 million by 1980, measured in 1955 dollars. 
In 1949 dollars, the prospective imports would be of the order of $178 million 
in 1965 and $204 million in 1980. 
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XI. Coal 


In assessing the prospective imports of coal products, primary reliance has 
been placed on the study, Canadian Energy Prospects, prepared for the 
Commission. In Chapters 2 and 3 of our import study, trends in imports 
of coal products were discussed. Such imports were a comparatively large 
group in Canada’s merchandise imports in the early postwar years, about 
the same proportion as during the late 1920’s. Even so, imports of coal products 
have not grown as rapidly as Canada’s gross national production or the 
total consumption of energy in Canada during the past three decades. Since 
1950, the volume of imports of coal has declined absolutely; thus a very sharp 
decrease has taken place in the proportion of Canada’s imports represented 
by such imports. 


It is the general expectation that the recent rather sharp decline in imports 
of coal relative to Canada’s gross national production will continue until 
about 1965; thereafter the imports of coal will probably increase quite rapidly. 
The judgment is based mainly on two considerations; first, that petroleum 
products will replace coal in the current main uses of coal, i.e. space heating 
and transportation; second, that increasingly after 1965, a substantial part of 
the electrical energy used in Ontario will be generated by thermal plants. 


At the present time the bulk of the coal consumption in Canada is in space 
heating and transportation, with smaller amounts used in manufacturing 
operations. For quite some time, but particularly since the end of the war, 
there has been a major shift in fuel requirements for space heating and 
transportation from coal to petroleum products. The bulk of Canada’s coal 
imports were used in Ontario and Quebec. With the rapid transfer of space 
heating and transportation to petroleum products in these areas, the imports 
of coal have decreased absolutely in recent years. The expectation is that 
the major users of coal will continue to switch rapidly towards petroleum 
products and that the switch will be almost complete in 1965. At the same 
time, however, there will be some increase in the use of coal in manufacturing 
operations and some additional use of coal in thermal generation of electricity. 
However, it is expected that after 1965 a very substantial part of the electric 
power generating installations in Ontario will be thermal plants; thus, there 
will be a very rapid increase in the coal market in central Canada and it is 
expected that imported coal will supply the bulk of the market. 


Projections of the volume of imports of coal products are set out in Table 
44; these were taken from the study of Canadian energy prospects. In that 
study, no formal division of these estimates was made among the various 
types of fuel products; this is an important matter for establishing the 
prospective value of imports. From the qualitative analysis in the energy 
study, it appears likely that imports of anthracite coal will decline sharply 
between now and 1965, and thereafter remain at low levels, as this type of 
fuel is predominantly required for home heating purposes. The main impact 
of the fluctuations in the volume of coal imports will fall on bituminous 
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coal; in particular this will be the main form of coal used in thermal genera- 
tion of electricity in Ontario. Taking account of these qualitative considera- 
tions, a division of the total volume of imported coal products was made, 
and the value of each flow estimated on the basis of 1949 unit values of 
import of the various types. The result is set out in Table 44; it is expected 
that the value of imports of coal products will decrease from $128 million 
in 1955 to $95 million by 1965, increasing to $240 million by 1980, all estimates 
in 1949 prices. 


Table 44 


PROSPECTS OF IMPORTS OF COAL PRODUCTS 


Unit Actual Prospects 
1950 1955 1965 1980 


1. Canadian consumption of coal Millions of tons 45.7 331 26.5. 55.) LO O3.0 


2. Canadian imports of coal Millions of tons 27.0 19.7 

3. Canadian imports of coal ‘17.0 41.5 to 49.0 
products Millions of tons 0.8 0.9 J 

4. Value of imports of coal and 
selected coal products $(1949) millions 175.3 127.8 95 240 

SAG ING. $(1949) billions 11:3 21.6 32.4 61.8 

6. Value of Hanon: of coal and 
products as % of G.N.P. oT 1.01 0.59 0.29 0.39 


Source: Lines 1 and 2: John Davis, Canadian Energy Prospects, Ottawa, 1957. 


Line 3: Trade of Canada, Vol. Il. 
Line 4: Volume of imports converted to 1949 values using unit values in 1949 developed from Vol. II 
of Trade of Canada. 


XII. Petroleum Products 


One of the most important changes in Canada’s international trading 
position has been the recent development of Canadian production of crude 
petroleum. Prior to this, imports of crude petroleum and products were a 
large and increasing element in the total value of Canada’s merchandise 
imports. Indeed, until comparatively recently, imports of petroleum were 
increasing at a faster rate than the Canadian G.N.P. These imports consisted 
of crude petroleum for refining and imports of a number of products, the 
more important of which have been aviation gasoline and various kinds of 
fuel oil in recent years. Since 1947, Canadian crude petroleum has come to 
serve Canadian oil refineries almost completely except for the Montreal area 
refineries and those in the Maritimes. Imports of a selected group of petroleum 
products have continued to increase in recent years, but the over-all result 
has been that imports of petroleum and its products have fallen relatively 
to both Canada’s G.N.P. and Canadian merchandise imports. 


The most important difficulty in setting out the prospective imports of 
petroleum and products centres around the degree to which Canadian crude 
petroleum will serve refineries in the Montreal area. The industry has widely 
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differing views on the question; the answer is bound up with considerations 
of alternative export markets for Canadian crude petroleum and the relative 
expensiveness of Canadian and other sources of crude petroleum in the future 
in the Montreal area. In any case, the growth in imports of petroleum products 
will be less rapid in the future than it was during the past three decades and 
less rapid than that of Canada’s G.N.P. 


In assessing the prospects for imports of petroleum products, major reliance 
has been placed on the study of Canadian energy prospects?’ carried out for 
the Commission, together with a number of briefs submitted to the Com- 
mission by firms in the petroleum and in the automobile business. These 
studies agree on two important general points. First, petroleum is expected 
to account for an increased proportion of Canada’s energy requirements, with 
the result that the demand for petroleum in Canada is expected to increase 
more rapidly than Canada’s G.N.P., particularly between now and 1965. 
Second, Canada is expected to become a net exporter of petroleum. The 
estimates of the total Canadian market for petroleum products which were 
developed in the Commission’s study are the ones used in projecting the 
import prospects in this import study; the estimated total market for petroleum 
products in Canada is expected to increase from about 623 thousand barrels 
a day in 1955, to one million barrels a day in 1965 and about one million 
900 thousand barrels a day in 1980, all product measurements being in 
crude petroleum equivalents. 


Regarding imports of petroleum products wide differences of view exist. 
There is agreement that some imports of refined petroleum products will 
continue into the Canadian market west of the Quebec border, and that 
substantial imports of refined petroleum products will continue into the 
Atlantic and Quebec regions. There is also agreement that Canadian refineries 
west of the Quebec border will, by 1965, be completely served by Canadian 
crude petroleum and that Canadian refineries in the Atlantic region will be 
completely served by imported crude petroleum. The differences of view 
concern the flow of Canadian crude petroleum to refineries in the Quebec 
region, estimates ranging from all to none of this market being supplied by 
Canadian crude. 


At present the Montreal and Atlantic refineries are largely supplied from 
Venezuelan and, to a limited extent, by Middle East crude petroleum.?! It is 
generally acknowledged that imports of crude petroleum from those areas 
are, and will continue to be, in a very strong competitive position relative to 
Alberta oil in the Montreal market, providing that satisfactory outlets for 
Alberta crude can be found closer to western Canada. The economics of the 
situation indicate that the United States will become increasingly dependent 
on imported petroleum, and that areas closer to Alberta than. is Montreal, 
will provide excellent outlets for western Canadian crude. This consideration, 


20John Davis, Canadian Energy Prospects, Ottawa, 1957. 
21This was written in the summer of 1956. 


138 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


together with the enormous body of cheaply discovered reserves in the Middle 
East, suggests that imported crude will continue to serve the Montreal and 
Atlantic markets in the future. However, some people argue that quota 
arrangements will limit the export of Canadian petroleum to the United 
States, and that political considerations, including military requirements, will 
lead to the building of a crude pipeline for western oil to Montreal. 


In making estimates of the value of prospective imports this writer has not 
been able to settle on one of these views regarding crude petroleum in the 
Montreal area. Three sets of estimates have been made. The first follows the 
lead of the energy study, taking a middle ground in the controversy, assuming 
that Canadian. crude petroleum will flow to the Quebec region, but meeting 
only part of the demand for crude in that area. The second assumes that no 
Canadian crude petroleum will flow to the Quebec region and the third, that 
Canadian crude petroleum will completely serve the refineries in that region. 
The resulting estimates have been set out in Table 45. 


The energy study, assuming that 100 thousand barrels a day of Canadian 
crude flow to the Quebec region in 1965 and 200 thousand barrels a day in 
1980, estimates the 1980 imports of petroleum products at 228 thousand 
barrels a day and the 1980 imports of crude petroleum at 259 thousand 
barrels a day. Estimates are also given for 1965. These estimates were used 
to project separately the 1955 value of imports of crude petroleum and petro- 
leum products in the future, subject only to minor adjustments in the projected 
value of imports of petroleum products due to an expected shift in the form 
of such imports toward less expensive items. The result is a prospective import 
of petroleum and products valued at $325 million in 1965 and $527 million 
in 1980, compared with $353 million in 1955, all figures in 1949 (constant) 
dollars. If the Quebec area refineries were served completely by Canadian 
crude petroleum in 1980, the alternative value of imports of crude petroleum 
and products in that year would be $390 million, whereas, if no Canadian 
crude flows to the Quebec refineries, the 1980 imports for the group would 
be $853 million. (See Table 45 and Appendix C.) 


A DETAILED EXAMINATION OF CANADA’S IMPORT PROSPECTS 


139 


(‘2 xipueddy 90g) ‘sui9}I aAIsuddxa ssa] P1eMO} S}IOdUIT yonpoid Jo a1nyxTUI oY} UT esURYD paysedxa oy} IOf Sj10duit Jonposd Jo anjea oy} 
UI O86I UL UOONpel %C] pue cg96] Ul opeur Useq sey UOHONpep %O] e IVY} 3deoxe ‘Z puke | soUT] Jo siseq uo poyofoid onjea CS6I :O86I Puke S96I 
‘ppouvy) fo aposy WOIJ pojon.ysuod sexepul sorid [eloeds Aq poyeyop sj1odurt Jo anyea ¢ yUaIIND CCE] 7$S6I :(h) pure (¢€) soury 
“LS6I “BMLNO ‘sJoadsorg A8sauq uvipouvnyD ‘staeq uyor :(Z) pue (J) soury :gOunos 
‘qUaTeAINDS SpNid UT poInsvapAle 


C80 00'T HEAR OE | €9'0 00'[ p9'[ a3 e1U00.10d “dNY)D jo we se sjonpoid uinsjo.rjed jo syiodwy] of 
16 rz¢ $19 rze 9-19 rzE out SAAEEG DOE ae eee ee ee oe ee Nas ae 
L7S S7E VEL CCV 68 vZE Ese “SIMU (6F61)$ — SIONpoid pue winaejosjed Jo sjzodumt Jo onyea [ejo]  *¢ 
[LZ 881 Fg 881 ILZ 881 OSG ee UEGPG DS ae te ee ** syonpoid — syrodurr Jo anyeA “Pp 
9ST 9€1 Sp PET SII 9€1 COce ESIMUNGPOLISS yee os tunajo1jed apni — sjiodui jo anjeA “¢ 
877 OSI 877 Os! 877 OSI £6 DAEP/IIG OOO Mit yes ae ee ae he "*****sjonpoid jo syioduy = °Z 
6S7 LEI 6SP LET al gl 977 AEP/GQ O00 ae. Oa tant hema ‘*ungojed epnis Jo syiodwy ‘| 
(Z) (9) (¢) (F) (€) (Z) (7) 
0861 $961 O86 $961 0861 $961 SS61 


opnhis ueIpeue’) Aq 

Afjied pue poyiodur = apnio poqyaodu =—s apna uerpeur’y Aq 
Aq Afjavd poyddns Aq A][oa1VUe Ppeates salieulye.t 
SolaUuyar Vaqang) PpeAtes SalIauyar deqengd Zsuruanssy 
‘Apnys s9aMod pue veqongd surumnssy 

Jeng jo suonduimnssy 


sjoodsoig syoodsoi gy syoodsoig jyenpy quy 


SLONGOUd WNAIOULd JO SLD3dSOUd LYOdWI 
Sp qe L 


140 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


XIII. Selected Chemicals 


This group includes all items found in the import classification, Chemicals 
and Products, in Trade of Canada, except for those items which have been 
assigned in this study to specific uses and thus treated earlier in this chapter ; 
items like drugs and pharmaceuticals; dyeing and tanning materials; paints, 
pigments and varnishes; perfumes and toilet preparations and soaps. After 
deducting these items, the value of imports of chemical products dealt with 
in this section amounted to $164.8 million in 1953 and $197.1 million in 1955, 
both in current dollars. This group of chemicals corresponds fairly closely 
to what were called basic chemicals in the study The Canadian Chemical 
Industry, prepared for the Commission.” The latter study has been our main 
source of information. 

In recent decades, imports of basic chemicals have increased more rapidly 
than either G.N.E. or the total of merchandise imports. The main reason 
for the rapid increase in imports of chemicals has been the very rapid growth 
in the market for such products in Canada. In current dollar terms the apparent 
Canadian consumption of all chemical products was 6.5 times as large in 
1953 as it was in 1930, while G.N.E. was about 4.4 times as large. The con- 
sumption of basic chemicals was approximately 7.7 times as large in 1953 as 
in 1929, while G.N.E. was about four times as large. Turning to the import 
share of the Canadian market for chemicals, while the changes are not large, 
there has been a gradual trend of decline. (See Table 46.) 


Comparing 1953 and 1929, for both the basic chemicals and consumer and 
allied chemical products, the import share of the Canadian market was lower 
in the later period, though the decline was larger for the consumer and allied 
chemicals than for the basic items. 


Table 46 


IMPORT SHARE OF THE CANADIAN SUPPLY OF CHEMICALS, 
SELECTED YEARS 


1929 1935 1940 1945 1950 1953 1955 


Basicrchermicals : 3 ok. «ss uecaetees sb antes ADS 40:82 -36.40 26.4 345)" Ses — 
Consumer and allied chemicals......... TF eek OrOs at alee Pleo. oh ar me — 
SPOtaleerlennitCals i: eset ae ee ee 80:7. 28:6 265-. 20:8. 25.3) 24:6 5a 


SouRcE: Computed from data found in the study by John Davis, The Canadian Chemical Industry, 
Ottawa, 1957. 


The consensus on the growth in the consumption, production and imports 
of chemicals in Canada, is, in most general terms, that the past trends will 
continue; it is expected that growth in the use of chemicals in Canada will 
be more rapid than in G.N.P. and that the import share of the total Canadian 
market for chemicals will continue to decline. After examining various projec- 
tions of the over-all Canadian market for chemicals, the study The Canadian 
Chemical Industry, takes as the best current guess of the market about $6,000 | 


22John Davis, The Canadian Chemical Industry, Ottawa, 1957. 
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million of chemicals in 1980, compared with about $1,100 million in 1953 
and almost $1,250 million in 1955. In other words the market is expected 
to expand at an average annual rate of 6.5% compounded annually. 


Considering the total chemical industry, in Dr. Davis’ study the judgment 
is expressed that the import share of the Canadian market will decline from 
about 25% in 1955 to about 23% by 1965 and to about 20% by 1980. It has 
been argued that this is a less rapid rate of decline in the import share of the 
total Canadian market for chemicals than has taken place in the past, an 
expectation based mainly on the growing importance of organic chemicals, 
the nature of production of organic chemicals and the continued smallness 
of scale of the Canadian market. 


“Traditionally, there has always been a lag between production in the 
United States and production in Canada. Market size limitations are 
one cause, limited research activities are another. The fact that com- 
paratively new chemical products are continually being replaced by other 
and more suitable ones is also having its effect. So in numerous instances 
is the fact that parts of the Canadian market can better be served by 
American plants located close by or by water-borne movements from 
overseas. These continuing influences are among the reasons why Canada’s 
imports of chemicals are unlikely to show a marked decline relative to 
production over the next quarter century’’.”® 


It is also pointed out that a series of special circumstances enabled Canadian 
producers to overcome import competition in the production of inorganic 
chemicals, and that Canada was largely self-sufficient in these items by the 
end of World War II. ‘“‘More recently emphasis has been shifting to 
organics. Because their production — and particularly that of the more highly 
specialized organics — must await a further rounding out of this vital and yet 
comparatively undeveloped sector of the Canadian economy (secondary 
industries of an intermediate type), a sizable proportion of these increasingly 
important chemicals will continue to be imported from abroad.”?* 


The arguments and forecasts expressed in The Canadian Chemical Industry 
have been followed in projecting those imports of chemicals dealt with in this 
section of our study. Because the import share of the Canadian market for 
chemicals is expected to fall from about 25% in 1953-55 to about 20% by 
1980, the volume of imported chemicals is expected to reach about 440% of 
1953 levels by 1980, compared with a Canadian market of 545% of 1953 
levels by 1980. The bases of these calculations are set out in Appendix C. 
In terms of 1953 dollars, the result is that imports of those chemical products 
treated here are expected to increase from about $165 million in 1953 and 
$197 million in 1955 to about $326 million by 1965 and $725 million by 1980. 
These projections, together with those expressed in 1949 dollars, are set out 
in Table 47. 


230bid. 
24Tbid. 
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XIV. Unassigned Industrial Materials Other Than Basic Chemicals 


The way in which imports of industrial materials have been dealt with in 
this study should be recalled. Those which could be assigned to more or less 
specific end uses — such as food or parts for the manufacture of durable 
consumer goods — on the basis of information readily available in the trade 
Statistics, were allotted to the various import classes; they have been discussed 
in earlier sections of this chapter. There remained a rather large group of 
imports of industrial materials other than fuels which have two or more 
end uses in the economy, or on which the import statistics do not contain 
adequate information for assignment. (Given enough time, and using the 
information available from the census of industry, it would be possible to 
allocate the bulk of this residual to the industries which use the imports, and 
to a considerable degree, to end uses in the economy. However, such a job 
was well beyond the scope of this study.”*) 


Chemicals, one part of this residual group of imports of materials, were 
treated in Section XIII of this chapter. It is the remainder, which we call 
unassigned industrial materials, which are the concern here. Broadly speaking, 
this group includes imports of multi-purpose basic iron and steel items, raw 
rubber, general purpose non-ferrous and non-metallic mineral products and 
wood pulp. Selected data on the value of imports of the larger sub-groups 
are set out in Table 48. 


In Chapter 3, it was argued that the total imports of these unassigned 
materials had increased less rapidly than G.N.E. and less rapidly than the 
total of Canadian merchandise imports in the past. (See Table 49.) There 
has been considerable diversity in the growth of imports of the main items. 
Imports which have increased less rapidly than the group average include 
the primary iron and steel items, miscellaneous non-ferrous metal products 
and abrasives. Imports of some items have increased much more rapidly than 
the group average, including such commodities as iron ore, brass manufac- 
tures, bauxite and fire brick. This diversity of growth in imports of the various 
items cannot be explained by one factor alone. In some cases the trend in 
imports is mainly due to the growth in Canadian consumption of the item; 
for example, the Canadian consumption of fire brick has increased very 
rapidly, with a corresponding increase in imports. In other cases and for quite 
a number of the items of unassigned industrial materials, the Canadian con- 
sumption of the commodity has increased very rapidly, but imports now 
represent much smaller parts of the Canadian supply than they did three 
decades ago. This situation applies to imports of raw rubber, primary manu- 
factured copper products and basic iron and steel products. 


In considering the prospects for imports of the group, a rough aggregative 
approach has initially been followed, dealing with the group as a whole rather 


25See Appendix A. A fairly comprehensive allocation of imports among using industries was 
made for 1949 in connection with the construction of the 1949 Input-Output table by D.B.S. 
The methods and problems are discussed in D.B.S. Reference Paper 72. 
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than with each main type of import; this has been followed by brief analysis 
of a few of the major items. It is our judgment that the group of imports, 
considered as a whole, will grow less rapidly than G.N.P. in the future, the 
ratio of such imports relative to G.N.P. declining by a little more than 20% 
during the next 25 years. This judgment is based on the following considera- 
tions: 


(1) The main market for these industrial materials is supplied by 
secondary manufacturing. Secondary manufacturing activity is expected 
to grow moderately in the future as a proportion of the Gross Domestic 
Product, but probably at a somewhat slower rate than it grew during the 
last 30 years. In addition, the trend in manufacturing activity has been, 
and is expected to continue to be, one of increased manufacturing activity 
per dollar of materials used. 


(2) For many industrial materials there has been a relative replacement 
of imports by domestic sources of supply. One of the most important 
sub-groups with which we are concerned is primary iron and steel products. 
The study of the Canadian primary iron and steel industry concludes: 


“In the past quarter century the proportion of primary steel imported 
has declined from about one-half to roughly one-third, and it is 
reasonable to expect a continuing decline. Imports cannot be expected 
to cease, if only because it is unlikely that all the specialty steel items 
and a full range of wide-flange beams will be made in Canada. 
However, as the industry grows in size and increases the variety of 
its products and the gauge of widths and gauges it makes, imports 
might very well become a comparatively small proportion of total 
consumption, perhaps as little as one-sixth or one-eighth.’ 


A larger fraction of Canada’s requirements of iron ore will also be supplied 
in the future from domestic sources. Canadian manufacturing facilities appear 
to have opportunities for continued improvement in their competitive position 
in the production of primary non-ferrous and non-metallic mineral products; 
indeed substantial additions to Canadian manufacturing capacity in many of 
these products are currently being developed. 


Considering these factors, we assume that the ratio of imports of unassigned 
industrial materials to Canada’s G.N.P. will decline from about 2.05% 
between 1953-55 to about 1.87% by 1965 and 1.65% by 1980, all ratios 
calculated on the basis of (1949) constant dollar estimates. (Between 1926-29 
and 1953-55 the ratio decreased from 2.33% to 2.05%.) This implies a growth 
in the group of imports to about $1,020 million dollars by 1980, compared 
with $422 million average between 1953 and 1955. 


°6The Canadian Primary Iron and Steel Industry, a study prepared for the Commission by 
The Bank of Nova Scotia, Ottawa, 1957. 
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XV. Special Items 


This group consists of a number of items which did not lend themselves 
to classification elsewhere, items such as Canadian goods returned from 
abroad, imports of arms from Commonwealth and NATO countries, works 
of art and plants, shrubs and trees. In recent years the group has increased 
rapidly in value, mainly due to the great increase in imports of arms, e.g. 
in 1955 imports of the group as a whole were valued at $65.8 million and the 
arms item amounted to $45.4 million, both in current dollars. 


Somewhat arbitrarily, the value of this group of imports has been set down 
at $70 million in 1965 and $100 million in 1980, compared with $61 million 
in 1955, all in 1949 constant dollars. Between the late 1920’s and the present 
time, the items other than arms have increased from about $10 million to 
$17 million in current dollars. Comparatively modest increases may be expected 
in the future. The imports of arms will probably continue to grow, though 
somewhat more slowly than Canada’s national output. 


Table 51 
IMPORTS — SPECIAL ITEMS 


(value of imports in current $ millions) 


Year | Value of 
imports in 
Cdn. goods Ships’ Works Plants, Total Arms Total 1949 $ 


returned stores of shrubs, non- (millions) 

from abroad art trees military total 
1928 o4 0.5 “3 1.8 10.2 O22 oe 1004 — 
4929 29 0.5 19 1.9 ey 0.1 11.8 — 
1950 6.7 0.3 25 23 11.8 LOM, 42.8 _ 
1951 7.4 0.3 33 2.9 14.0 hides eho’ — 
1952 5.9 0.3 2.5 3.4 124 18.9 31.0 — 
1953 Re aa 2.6 a9 139 29-77 \) 43.6 41.0 
1954 es 0.2 3 be 4.2 Wie 3 20,0 aoe? oo 
1955 10.5 0.2 a7. 4.7 20.4 45.4 65.8 61.0 


Source: See Appendix A. 


XVI. Invisibles or Services 


Canada’s imports of invisibles involve substantial payments to foreigners 
for freight and shipping, tourist and travel services, interest and dividends, 
commercial services and such. In 1955 these items amounted to approximately 
$1.9 billion in current prices and to slightly more than $1.5 billion in 1949 
prices. The historical record of Canada’s invisible imports was set out in 
Chapters 2 and 3 and the general characteristics of the prospects were dis- 
cussed in Chapter 4. In this section, the earlier discussions are summarized 
and some rough quantitative estimates of the prospects are set down. 
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There are very great difficulties in estimating the prospective level of imports 
of invisibles. For example, payment of interest and dividends to foreigners 
will depend on the growth in Canada’s gross liabilities to foreigners. In turn, 
these will partly depend on corporate practices regarding the retention and 
transfer of earnings. As another example, the current payments for services 
include expenditures for the use of patents and various other business services 
provided to branch plants. The pricing of such services depends on highly 
changeable practices of corporate management and accounting. 


Some rough judgments on the possible magnitude of Canadian imports of 
invisibles are set out in Table 52, along with selected historical data. Our 
judgment is that the imports of invisibles will increase from a little more than 
$1.5 billion in 1955 to about $2.2 billion by 1965 and approximately $3.8 
billion in 1980, all expressed in 1949 prices. In other words, it is our expecta- 
tion that the imports of invisibles will increase by roughly 145% between 
1955 and 1980, compared with an expected increase in G.N.E. of about 180%. 


Canada’s payments to foreigners for freight and shipping services depend 
quite closely on the volume and content of merchandise imports. Historically, 
the ratio of freight and shipping payments to merchandise imports has fluc- 
tuated within a fairly narrow range. However, in recent years the ratio has 
declined quite sharply, the main factor being the relative decrease in imports 
of coal into Canada. A contributing factor has been the development of 
western Canadian sources of petroleum, transported by Canadian companies. 
It is our judgment that the ratio of payments for freight and shipping services 
to merchandise imports will continue to decline in the future. This view is 
based partly on the expectation that imports of coal and petroleum will be an 
even smaller proportion of Canada’s merchandise imports in the future than 
they are at present. It is also based partly on the general downward drift in 
the ratio of transportation costs to the value of final products, as the final 
products increase in value relative to their bulk and weight. The prospective 
payments to foreigners for these services have been set down at $360 million 
in 1965 and a little less than $600 million in 1980, compared with $300 million 
at the present time (all in 1949 prices). 


The historical record indicates that Canadian expenditures on tourism and 
travel abroad have increased at about the same rate as personal expenditure 
on goods and services by Canadians. It is our expectation that this trend will 
continue. Tourism and travel are types of consumption on which expenditures 
apparently increase at least proportionately with income. To an increasing 
extent, business firms are rewarding their executives with winter vacations in 
the southern states. The facilities for long distance travel have been greatly 
improved. We have assumed that tourist and travel payments by Canadians 
to foreigners will be about 2.7% of total personal expenditure on consumer 
goods and services in 1965 and in 1980, compared with 2.9% in 1955 (all 
ratios based on data measured in 1949 prices). On this basis it is expected 
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that such payments will reach almost $600 million in 1965. and exceed $1.1 
billion in 1980, compared with a little more than $400 million in 1955. 


_ Payments of interest and dividends to foreigners depends on Canada’s gross 
liabilities to foreigners, on rates of interest or earnings, and on corporate 
practice of retaining earnings. It was pointed out in Chapters 2 and 3 that 
the most startling change in Canada’s invisible import position during the last 
three decades was the relative decline in payments of interest and dividends 
to foreigners. They bear a much smaller ratio to Canada’s G.N.E. now than 
in, the late 1920’s. The main explanation is the decrease in Canada’s gross 
liabilities to foreigners compared with the Canadian G.N.E. which took place 
in the 1930’s, the war and early postwar period. 


It is our preliminary judgment that Canada’s payments of interest and 
dividends will grow on the average about as rapidly in the next 25 years as 
Canada’s G.N.P. but that the rate of growth in interest and dividend payments 
may be more rapid during the next ten years than the average over the 25-year 
period. Several considerations point in this direction. 


First, Canada’s payments of interest and dividends to foreigners appear to 
be unusually low at the present time compared with Canada’s gross foreign 
liabilities. In recent years, a number of new projects have been developed 
along with a comparatively rapid increase in Canada’s gross foreign indebt- 
edness. Many of these projects have not yet reached a normal position of 
earnings and dividends payments. This will lead to a fairly rapid increase 
in interest and dividend payments during the next ten years. In other words, 
even though Canada’s gross liabilities to foreigners did not increase above 
present levels in absolute terms, we would expect that the absolute value of 
the annual interest and dividend payments would increase in the next ten 
years. 


Second, many of the foreign-owned industries can be expected to grow 
along with the general growth of the Canadian economy. The growth of 
such enterprises will be based in part upon the retention in Canada of the 
Canadian earnings of such enterprises. The available data indicate that the 
practices of foreign enterprises as regards the intention of earnings are not 
very different now than they were in similar periods in the past. While there 
apparently are minor differences in the average proportion of earnin gs retained 
in the business between foreign-owned and Canadian-owned firms, there is 
no doubt that a substantial proportion of the earnings of foreign-owned 
enterprises will be retained in business in Canada. Thus it is expected that 
Canada’s gross liabilities to foreigners will continue to increase even if there 
are no new capital flows into Canada, in a balance of payments sense. 


Third, it seems highly likely that capital will continue to flow into Canada 
in the future, though this may be paralleled by an increasing stream of Cana- 
dian investment abroad. This means that Canada’s gross liabilities to foreigners 
and the associated payment of interest and dividends may be expected to 
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grow in greater measure than would be indicated by our first two conclusions, 
but that a parallel growth in payments of interest and dividends by foreigners 
to Canadians may take place. Rough calculations suggest that the gross Cana- 
dian liabilities to foreigners may reach $40 billion to $50 billion (at 1955 
prices) by 1980, assuming no major depression. We have tentatively set down 
the interest and dividend payments at $710 million in 1965 and $1,160 million 
in 1980, compared with a little more than $400 million at the present time, 
all expressed in 1949 prices. 


The other current debits include payments for various business services, 
the support of military forces abroad and diplomatic missions, and so on. 
Historically this package of services or payments has increased at a slightly 
slower rate than Canada’s G.N.P. However, since 1950 these payments have 
been unusually large because of the comparatively heavy expenditures for 
support of Canadian military missions abroad. It is our expectation that they 
will grow at a rate slightly less rapid than G.N.P. in the future. This means 
that the payments may be of the order of $565 million in 1965 and almost 
$1.0 billion in 1980, compared with a little more than $400 million at the 
present time, all in 1949 prices. 
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XVII. Geographical Distribution of Canadian Imports of Goods and 
Services 


Part A: Merchandise Imports 


In public debates, in the press and in briefs to the Commission, frequent 
references have been made to the historic decline in the fraction of Canada’s 
imports derived from the United Kingdom and increase in the proportion 
from the United States. In this section the prospective geographical distri- 
bution is considered. Is it likely that even larger fractions of Canada’s imports 
will come from the United States, that smaller fractions will come from the 
United Kingdom? What are the prospects for imports from Western Europe 
and other areas ? It is our judgment that small increases will take place in the 
proportions derived from the United States and from the United Kingdom, 
and decreases in the share from all other areas considered together. This 
view is based on analysis of the prospective imports of various types of goods, 
and on the probable division of Canada’s imports of each type among various 
geographical regions. | 


Historical experience 


For at least three-quarters of a century, a gradual increase has been taking 
place in the share of Canadian merchandise imports coming from the United 
States, more or less paralleled by a decrease in the proportion coming from 
the United Kingdom. Occasional, but not sustained, reversals of this trend 
have been experienced, as in the 1930’s. In the first quarter of this century 


there was also a marked increase in the proportion of Canadian imports 


derived from Western Europe and a decline in the share from other areas of 
the world. Since the late 1920’s the long-run trend in this respect has been 
reversed. In analyzing the proximate basis of these trends, it was found quite 
useful to deal first with those changes in the geographical source of imports 
which have been closely associated with the changes in the content of the 
import bill, and to treat separately the sharing of the Canadian import market 
for particular types of goods among various countries. In Chapters 2 and 
3 it was shown that consumer durables, machinery and equipment, and parts 
for the manufacture of such items in Canada now account for much larger 
proportions of Canada’s total imports. As these items have come mainly 
from the United States, the change in content of Canada’s imports has tended 
to increase the over-all fraction derived from that country. Similarly, imports 
of textiles and textile products have been a declining part of the total Canadian 
merchandise imports; even if the United Kingdom and Western European 
countries now held the same fraction of such Canadian imports, the relative 
decline of the group would reduce the fraction of Canada’s total imports 
coming from those areas. 


The change in the content does not fully account for the shifts in the 
geographical source of Canada’s imports in the past. There have been a 
number of marked variations in the proportion of particular items derived 
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from various countries. For certain types of commodities, including cotton 
textiles, artificial silk and synthetic fibres and products, coal, primary iron 
and steel, chemicals and books and printed material, the share of Canada’s 
imports coming from the United Kingdom has been smaller in recent years 
than it was in the late 1920’s and much smaller than in the mid-1930’s. For 
quite a number of types of goods, the British share of Canadian imports is 
at least as high now as it was in the late 1920’s including such goods as manu- 
factured wool products, leather products, non-agricultural machinery, electrical 
apparatus, engines, locomotives and boilers and motor vehicles and parts. 
Despite these increases, the combination of changes in the content of Canada’s 
trade and the sharp decreases in the British share of Canada’s imports of a 
number of items have resulted in an over-all decrease in the British share of 
Canadian imports. 


Increases in the proportion of particular goods imported from the United 
States have also contributed to the growth in the total share of Canadian 
imports coming from that country, but the main factor in this experience has 
been the change in the content of Canadian imports. There have been a few 
important decreases in United States’ shares of Canadian imports of particular 
commodities, the most notable being petroleum. Until 1950 crude petroleum 
was one of the most rapidly increasing parts of the Canadian merchandise 
imports but a very marked shift had taken place in the source of those imports, 
from the United States to Latin America and the Middle East. This shift 
was the most important factor underlying the growth in the fraction of Canada’s 
imports coming from areas other than the United States and the United 
Kingdom. 


Moving from the facts of the situation to the underlying basis is much 
more difficult. Why does such a large proportion of Canadian imports of 
machinery and equipment come from the United States when so much of the 
machinery used by the world originates in the United Kingdom and Western 
Europe ? Why has there been a sharp decrease in the British share of Canadian 
imports of cotton textiles accompanied by an increase in the share coming 
from United States ? In thinking about these questions distinctions should be 
made among staple materials and manufactures, machinery and equipment, 
and manufactured consumer goods which are either durable or highly-styled. 
For the staple materials and manufactures, such as crude petroleum, tea, 
oranges, raw wool, raw cotton, cotton dry-goods, cement and steel sheet, 
it is possible to make easy and rapid substitution among different geographical 
sources of import. For machinery and equipment the substitution of items 
from different geographical sources is neither quite so easy nor can it take 
place quite so rapidly. There are differences in engineering standards among 
countries. The availability of engineering advice, the service facilities, rapid 
delivery dates and satisfactory credit arrangements influence the purchase. 
There is a considerable lag between the time when purchasing decisions are 
made and when imports take place so that a longer period of adjustment will be 
required than for staple items. Canadian manufacturing is very largely based 
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on North American technology; the engineering design is largely done by 
people with North American training; a substantial part of Canadian industry 
is under American ownership and control; all of these factors encourage the 
continued use of North American machinery and equipment rather than that 
originating in the United Kingdom or Western European countries. For 
consumer durable items and for consumer items in which there is a considerable 
style element, Canadians are quite heavily committed to North American 
commodities and styles. Despite the opportunities of the Canadian market, 
the entry of European household appliances into the Canadian market has 
thus far been quite small. 


Prospects 


It is our expectation that trends in the geographical division of Canada’s 
merchandise imports will be somewhat different in the future than they have 
been during the past 30 years, at least judging the latter by comparison between 
the late 1920’s and recent years. While the proportion derived from the United 
States is expected to increase slightly, the fraction coming from the United 
Kingdom is not expected to fall below the average of 1953-55. The main 
expected change is a decline in the proportion coming from other areas. 


Table 53 
CANADA: GEOGRAPHICAL DISTRIBUTION OF MERCHANDISE 
IMPORTS 
Percentage from 
U.K. US; Other areas 

(based on current dollars, except for 

1980, which is based on 1955 prices) 
1900 (fiscal) 25.6 49,2 |: 
1912 (fiscal) 22.4 63.4 14.2 
1929 15.0 68.8 16.2 
1934 oat alee 20,4 
1937 18.2 60.6 Zils 
1950 12-7 67.1 20.2 
1953 10.3 P35 16.2 
1954 9.6 T23 18.1 
1955 8.5 Toad 18.2 
Prospects 
1980 9.6 76.3 14.2 


These views are arrived at by considering the prospective content of Canadian 
imports (see Table 32), and the division of the Canadian imports of each 
commodity group among various geographical regions. The proportion of 
Canada’s imports consisting of household appliances and electronic equip- 
ment, miscellaneous manufactured consumer goods, machinery and equipment, 
basic chemicals and industrial materials is expected to be larger in the future 
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than at present. For the consumer durables, it appears unlikely that any 
major decline will take place in imports of finished goods and parts and 
components derived from the United States. The Canadian market for ma- 
chinery and equipment and basic chemicals is the most important opportunity 
for expanded British and European supplies. It is our belief that the British 
and European countries will at least hold their present shares in the Canadian 
imports of such items, perhaps increasing these slightly. It is well known 
that these areas have a large number of excellent chemical and machinery 
products, which are comparatively cheap. The British share of the Canadian 
machinery market is now larger than it was 30 years ago. The Canadian 
market for British and European machinery and chemical products is not an 
easy market; it demands service, engineering advice and rapid deliveries; yet 
it is not a very large market by world standards. In Canada, there are strong 
predilections toward North American machinery arising from the training 
and knowledge of those who design plants for Canadian use, from the difficul- 
ties of mixing equipment coming from various countries, from the ownership 
and control relationships and from the types of finished products which are 
produced. However, it is our judgment that there are sufficient attractions in 
the market and that enough effort will be made that the British and European 
countries will at least hold their present shares of the rapid increasing total 
of Canadian imports of machinery and chemicals. This is the main factor 
which accounts for the optimistic view of their over-all shares in the Canadian 
market. | 


Canadian imports from the United Kingdom and Western Europe are not 
expected to increase quite as rapidly as the total imports of machinery and 
chemicals because of a number of offsetting factors. Imports of textile and 
leather products will comprise a smaller part of the total Canadian mer- 
chandise imports. The British and European shares in these imports are still 
considerable. However, even if these areas continued to hold their present 
shares, the relative decline in Canada’s imports of such items will reduce the 
fraction of Canada’s total imports coming from these areas. The same argument 
applies to household china and cutlery, automobiles and glass. Further, it 
appears doubtful that the British and Western European share of the Canadian 
imports of textiles will be as large in the future as at present. 


Aside from imports of manufactured goods from Western Europe, the 
proportion of Canada’s imports coming from areas other than the United 
States and the United Kingdom depends mainly on trends in imports of 
tropical and semi-tropical foods, petroleum and a few raw materials such 
as wool, rubber, bauxite and tin. Imports of food are expected to become 
a smaller part of the total Canadian merchandise imports. The proportion 
of such items derived from areas other than the United States is not expected 
to increase very sharply. Thus, the relative decline of food imports will reduce 
the fraction of total Canadian imports coming from those areas. The general 
judgment expressed in the study of Canada’s energy requirements is that the 
imports of petroleum and petroleum products will increase much less rapidly 
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than the total of Canadian merchandise imports in the future. This is the most 
important single factor tending to reduce the fraction of Canadian imports 
coming from Latin America. Imports of many industrial materials, such as 
wool and rubber, are expected to grow less rapidly than the average of Cana- 
dian merchandise imports, again resulting in relative reduction in the total 
Canadian imports coming from areas other than the United States and the 
United Kingdom. These factors are the basis of our judgment that a smaller 
proportion of Canadian merchandise imports will come from areas other 
than the United States and United Kingdom, and that the main burden of 
the relative decline will fall on areas other than Western Europe. 


The implied values of merchandise imports in 1980 are set out in Table 54. 


Table 54 


PROSPECTIVE VALUE OF MERCHANDISE IMPORTS@ 
FROM VARIOUS GEOGRAPHIC REGIONS 


Millions of 1955 dollars Millions of 1949 dollars 
UES: UK. Other US. U.K. Other 
areas areas 
1953 3,046” 463” 701” 2,856 434 657 
1955 3,280 405 855 3,045 376 794 
1980 8,053 1,015 1,501 7,304 940 1,443 | 
1980 as % 
of 1953 264 219 214 —- — —_ 
1980 as % 
of 1955 24515 250.6 175.5 — — —- 


aAdjusted to National Income concepts. 
©1953 dollars. 


Part B: Prospective Geographical Distribution of Imports of Invisibles or 
Services 


To complete a forecast of the import side of Canada’s current balance 
of payments position, some estimates of the geographical distribution of 
Canada’s invisible or service imports are required. Our judgment on this 
question is summarized in Table 55. In 1955, a shade less than three-quarters 
of Canada’s imports of services came from the United States, almost 12% 
from the United Kingdom and about 14% from the rest of the world. In the 
future, the fraction derived from the United States is expected to increase 
slightly, while that coming from the United Kingdom is expected to be about 
the same and that from the rest of the world is expected to decrease a little. 
Tl ese conclusions have been reached by analysis of the prospective geograph- 
ical distribution of each of the main types of imports of services, applying the 
distribution to the grand total of imports of each type of service, as set out in 
Section XVI of this chapter. 
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Tourist and travel services 


For a very long period the United States has been the main area to which 
tourist and travel payments by Canadians have been made (see table 56), 
the fraction being almost three-quarters in the late 1920’s, and about 85% 
between 1950 and 1953. Our expectation is that the fraction will be smaller 
in the future, in the range of 75% to 79% by 1980. The proportion of Canadian 
tourist and travel expenditures to the United States was unusually large in 
the postwar years; since 1952 it has been falling. The facilities for long-range 
travel have been improved tremendously, and marked improvements are 
expected in the future. The trend is for Americans to travel increasingly to 
other continents. Travel by Canadians to the United Kingdom fell very 
sharply between the prewar and postwar years (see Table 56), but such travel 
has been accounting for an increasing fraction of the total payments to 
foreigners since 1950. We expect this trend to continue. The fraction of 
Canadian travel expenditures paid to areas other than the United Kingdom 
and the United States has increased in recent years, and has actually been 
larger than it was in the later 1920’s. The fraction is expected to increase 
further. 


Table 55 


GEOGRAPHICAL DISTRIBUTION: PROSPECTIVE CANADIAN 
IMPORTS OF INVISIBLES OR SERVICESa 


Value in millions of current § Y% of invisibles from 
and prospects in 1955 $ 

Total U.S. U.K. Other US: U.K. Other 
1929 685 461 167 S7 Gis 24.4 8.3 
1937 637 417 161 59 65.4 2S oS 
1950 L379 jee ie 157 85 82.4 11.4 Oz 
1958 1,608 L227 222 159 16.3 13.8 9.9 
1955 1,866 15379 OD: 265 Toso 11.9 14.2 
1980 4,575 3,473 Sey | Sol 15.9 12.0 12.0 


#Excluding official contributions and contributions of military equipment to NATO countries in all years; also 
excluding inheritance funds in all years and migrants’ funds from 1950 on. 


Source: D.B.S., Canadian Balance of International Payments, 1926 to 1948, and 1955 issue, adjusted per note 2. 
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Table 56 


SELECTED HISTORICAL DATA: GEOGRAPHICAL DISTRIBUTION OF 
IMPORTS OF INVISIBLES@ 


(percentage) 
: Assumed 
1927 1929 1937 1950 1953 1955 1980 
Tourist and travel payments to: 


Dy Resa ode oss co eee etanvtr ae 20.0 18.5 18.3 S45 28.4 td 1] 

EE. Sa rete cere ace eA NI ees 2! T2009 15,0. 14d Soe 04k, 77 

OUREE COMMUNES tone oe oe SO 1Go LO ve OS Bs 9.9 12 
Interest and dividend payments to: 

UE Ke Sore ee eee, era 39337 35.1" 28° Tal Feb 2 134 11 

LSet ie ee ore ee 58:8 62.7 © 69:6" 80.) ~02.0e O24 84 

Otereouninicss. e457 Bef 1.9 egg 24 pag a3 4.3 5 
Freight and shipping payments to: 

Ri ee eae ee ee eee 10.1 92°"31.3 <4bee BE Liss 12 

LES. AL aa ee see eee ae TT 792 4916 -* 80:07 "779 5b "70S 70 

Cthermcountties: ew a 42 net 1280 BEle6 - 194 8.1 O77 18.2 18 


Other current debits to: 
(excluding official contributions, 
military contributions to NATO 
countries, inheritances and migrants’ 


funds) 

UK sees te eee ee 17. 5s)A7.6 4) ISS 12 ae ie ay. 12.6 14(+) 
| ss See nee earn Er AY Asap ee ae, GO.) “60/G). 6557.9 SLi. 62-2. aO5.9 70 
CUE COUNTIES rt ae is 12:52 222-4) 190m 9 Gea 23.5 16(—) 


«Excluding official contributions and contributions of military equipment to NATO countries in all years; also 
excluding inheritance funds in al! years and migrants’ funds from 1950 on. 


SourcE: D.B.S., Canadian Balance of International Payments, 1926 to 1948, and 1955 issue, adjusted per note *. 


Interest and dividends 


Among Canada’s imports of services one of the largest changes in geograph- 
ical distribution of Canadian payments relates to interest and dividends. 
In 1929, 35% of the Canadian interest and dividend payments to foreigners 
were made to United Kingdom residents and 63% to United States residents. 
In 1955 the United Kingdom share was 13.4% and the United States fraction 
82.3%. (See Table 56.) This change primarily reflects a decrease in the United 
Kingdom fraction of Canada’s gross liabilities to foreigners and an increase 
in the United States proportion. (See Table 57.) In view of the current public 
interest in foreign, particularly American, investment in Canada, it is tempting 
to project a further marked increase in the proportion of Canadian interest 
and dividend payments made to residents of the United States. It is our belief 
that some increase in the United States fraction is to be expected but this 
should be small. 


Comparing 1950 and the late 1920’s, there was a very large shift in the 
proportion of Canadian indebtedness away from the United Kingdom and 
toward the United States. (See Table 57.) However, the size of this shift was 
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unusually large and mainly due to the redemptions of British-owned securities 
which was part of the war financing arrangements. In recent years when there 
has been a substantial increase in Canada’s gross international indebtedness, 
roughly comparable rates of increase took place in the Canadian liabilities 
to Americans, to the British and to the rest of the world, the latter mainly 
reflecting indebtedness to Europeans. While the share of Canada’s indebt- 
edness owned by the British may be expected to increase a little less rapidly 
than that owned by Americans, it seems unlikely that the American share 
would increase very much beyond the present levels, assuming no major 
international conflict. Also the European investments in Canada are expected 
to grow comparatively rapidly. The growth in British and European invest- 
ment in Canada will be encouraged by the investment opportunities in this 
country, by the European interest in supplementing their sources of basic 
raw materials, by British and European efforts to sell products in Canada 
and by the reinvestment of earnings of Canadian enterprises which are owned 
by the British and Europeans at the present time. 


Table 57 


HISTORICAL DATA, GEOGRAPHICAL DISTRIBUTION, 
FOREIGN CAPITAL INVESTED IN CANADA 


Percentage of foreign Percentage of interest and 
Atend of year investment in Canada by: dividend payments to 
foreigners paid to: 
U.S, Uke Others U.S. U.K. Others 
residents residents residents residents 
1926 53,3 43.9 2.8 Diao 40.4 mae 
1930 61.2 36.3 2S 64.7 33.0 PER 
1933 61.0 36.4 2.6 IN 2h 1.5 
1939 60.0 35.8 4.2 71.9 pe PS 2.6 
1946 71.8 23.6 4.6 80.1 17.3 2.6 
1950 75.6 20.2 4.2 86.5 11.4 oat 
195] 76.6 18.7 4.6 84.9 12.7 2.4 
1952 77.0 18.1 4.8 83.3 13.6 3.1 
1953 77.4 a ae a) | 82.6 14.1 3 Dye 
1954 Tih kgs i Wee. 5.6 81.6 14.7 4.3 
1955 76.7 17.3 6.0 82.3 13.4 4.3 


Source: Computed from D.B.S., The Canadian Balance of International Payments, 1926 to 1948, and D.B.S., 
The Canadian Balance of International Payments, 1955. 


Freight and shipping 


Except during the 1930’s, more than 70% of Canadian payments to 
foreigners for freight and shipping services have been made to United States 
residents; in the late 1920’s and between 1950 and 1953, the American fraction 
was close to 80%. These payments have been made mainly for rail and truck 
services associated with Canada’s imports from the United States. The trans- 
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portation of such bulky commodities as coal and petroleum have typically 
accounted for a large fraction of the total. In recent years, as imports of coal 
and petroleum products have decreased relative to the total of Canada’s 
merchandise imports, the American share in Canadian payments for freight 
and shipping services has decreased. In normal years somewhere between 
20% and 25% of Canadian payments for foreign shipping services have been 
made to the British and other Europeans, mainly for ocean transport of 
merchandise entering Canada from non-United States sources. In addition, 
foreigners have provided some small share of the coasting trade in Canada. 


It is our expectation that the American share in Canadian payments to 
foreigners for shipping services will be about constant at 1955 levels; that 
is, 70% of the total. Of the remainder, it is our judgment that 40% will be 
paid to British residents and 60% to residents of other countries. As the 
proportion of Canada’s total merchandise imports coming from the United 
States is expected to increase, this would tend to enlarge the fraction of 
foreign-supplied shipping services which Americans render to Canada. How- 
ever, bulky imports of coal and petroleum products from the United States 
are expected to become even less important in the future than they are at 
the present, a factor which tends to reduce the supply of American freight 
services to Canadians. Regarding the division of the freight and shipping 
services provided to Canadians by the British and other countries, we may 
simply note that the usual situation is for the non-British share to be larger. 
This was so in 1927, in 1929 and again in 1955. The British share was larger 
during the 1930’s and the early postwar years but this is taken to be an abnormal 
experience. 


Other current debits 


The other current debits range from business and personal services and 
movie rentals to Canadian government payments to foreigners in connection 
with diplomatic representation abroad and the maintenance of ‘Canadian 
troops abroad. In this treatment of the group, official contributions and 
contributions of military equipment under the NATO arrangements have 
been deducted, as have the inheritances and migrants’ funds, all these ordi- 
narily being included in a balance of payments statement. For the group 
as it is being treated here, the American share in most years ranges between 
60% and 65%, reflecting the fact that payments for business services, royalties 
and movie rentals are predominantly made to Americans. The British share 
has ranged from 12% to 18% in normal years and the share provided by 
other countries has ranged from 12% to 18% also. In recent years, the share 
paid to other countries has been unusually large because of the payments 
associated with Canadian forces stationed in Western Europe. In our judg- 
ment, the American share in this group will likely increase a little in the 
future while the share provided by other countries (excluding the United 
Kingdom) will probably fall, the latter mainly because of a relative decline 
in the importance of Canadian payments to Europeans associated with the 
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Canadian forces there. It has been assumed that the British share will be 
somewhere between 12% and 16% of the group. 


Part C: Summary of Prospects: Geographical Distribution of Canadian Imports 
of Goods and Services 


Table 58 draws together our conclusions regarding the prospective geograph- 
ical distribution of Canadian imports of merchandise and invisibles. This 
shows that some further increase is expected in the proportion of Canadian 
imports of goods and services derived from the United States and that a 
small increase is expected in the fraction coming from the United Kingdom, 
while those derived from other areas will decline relatively in value. The most 
important factor underlying the smaller fraction coming from other areas is 
the expectation that imports of petroleum and products will decline substan- 
tially as a fraction of total Canadian merchandise imports. The most important 
factor underlying the expected (slight) improvement in the U.K. share is the 
comparatively rapid growth expected in Canadian imports of machinery and 
equipment and the expectation that the British will be comparatively successful 
in holding their own in this market. 


Table 58 


SUMMARY TABLE: PROSPECTIVE GEOGRAPHICAL DISTRIBUTION 
OF CANADIAN IMPORTS OF GOODS AND SERVICES 


1955 1980 
Merchandise Invisible Total Merchandise Invisible Total 
imports imports 
A. Value of imports 
1. In 1949 $, from 
WES MO Stee ees 3,045 1,155 4,200 7,304 2,914 10,218 
MEIC Zao" WBE te tke 376 186 562 940 455 13395 
Oihietatea St a whos Face ees 794 221 1,015 1,443 446 1,889 
UTA nee eee 4,215 156284255151 9,687 3,815 13,502 
2. In 1955 $, from 
Sse ee ht Mite ois es 3,280 P35 19s 43659 8,053 3,473 11,526 
LO) ok eR eee So 405 222, 627 1,015 551 1,566 
Mine dheas co. Mie. tls occ 855 265 $120 1,501 551 2,052 
BR Ota eect endeared ies 4,540 1,866 6,406 10,569 4,575 15,144 
B. % of value of imports 
1. In 1949 $, from 
Sis Reber ances alta. heen Maa aie (eee 72.8 75.4 76.3 TOLL 
RORIKE NAA? See CE Parente ot 8 8.9 11.9 9.7 9.7 1159 10.3 
Othet areas 202% 255)-bsis 18.8 14.2 ES 14.9 11.8 14.0 
Ply 19559, (rom 
re pee ere oes Leg: 73.9 72.8 76.2 759 76.1 
WR ses ae RPG ats tas 8.9 11:9 9.7 9.6 12.0 10.3 


Other areas <:) Siow es. - 18.8 142 17.5 14:2 12.0 [305 
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RECONCILIATIONS AND CONCLUSIONS 


Imports and Canada’s Balance of Payments; Consistency Checks; 
Other Implications 


To complete this study, three types of question should be answered. First, 
is the analysis of Canada’s imports prospects consistent with other elements 
of the Commission’s work ? In particular, what is the relationship of the import 
and export prospects, and Canada’s balance of international payments ? 
Second, the forecasts regarding imports were based on a number of general 
assumptions which underlay most of the Commission’s work. How would 
imports be altered by different assumptions regarding the rate of growth of 
the Canadian economy, different structures of prices and different commercial 
policies ? What are the short-run implications of the changes in the import 
structure ? Finally, what is the general picture of Canada’s prospective inter- 
national economic relations emerging from this import study? Are major 
changes in the structure of the Canadian economy implied? Do serious 
problems of Canadian economic adjustment emerge? In addition to these 
three main tasks, one should look back and try to record the biases which 
may explicitely or inadvertently be built into the study, so that the reader 
may be on his guard, and be able to modify the conclusions to suit his 
predilections. 


I. Imports and Canada’s Balance of International Payments; 
Imports and Other Facets of Canada’s Economic Prospects 


(a) The Balance of Payments Forecast 


It will be recalled that the studies of Canada’s import prospects and export 
prospects were carried out independently. In particular the analysis of import 
prospects paid very little direct attention to exports and to the question of 
whether Canadian exports of goods, services and securities would provide 
sufficient foreign exchange to pay for the imports. Indirectly, of course, the 
export opportunities are implicit in the forecasts of Canadian production, 
incomes and investment activity. To this extent we should expect similar 
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trends in the over-all views of future imports and exports, but divergent 
results are possible. 


From these independent studies, ‘what picture of Canada’s balance of pay- 
ments emerges? It is that Canada will import more goods and services in 
1980 than she exports — that Canada will continue to be a net importer of 
capital from abroad, in a balance of payments sense.! The summary view has 
been drawn together in the export study,? and is reproduced as Table 59. 
Under the general forecasting assumptions adopted by the Commission, the 
net annual foreign investment into Canada, in a balance of payments sense, 
is expected to average about $1 billion in 1980, at 1955 prices. 


The regional distribution of Canada’s imports, developed in Chapter 5 
of this study, and of Canada’s exports also permit some illustrative figures 
regarding the prospective current payments situation in 1980 with the United 
States, the United Kingdom and all other areas combined. These are repro- 
duced from the export study as Table 60. These figures imply a continued 
Canadian credit balance on current payments account with the United King- 
dom, a continued debit balance on account with the United States, and a 
credit balance in current transactions with all other countries. 


(b) Consistency of the Balance of Payments Estimates 


No great significance should be attached to the specific figures for imports 
and exports and current account balances set out above, but it is relevant 
to ask whether there is a general consistency between the projected export 
and import position. In particular, does the order of magnitude for the net 
capital inflow in 1980 fit with other observations on Canadian economic 
growth? Later we will consider the question of the mechanism by which 
imports and exports will be kept in step if either turns out to be significantly 
different from our forecasts. For the moment take the figures of Tables 59 
and 60 as the magnitudes for which consistency is to be considered. 


The first question concerns the harmony of the projected exports and the 
projections of G.N.P. These are questions which have been dealt with by the 
authors of the respective studies.’ All that we might reasonably note is that 
the export study contains the view that Canada faces a particularly favourable 
set of export opportunities and a rapid development of export supplies during 
the next 25 years, particularly for minerals. The projected rate of growth of 
exports is higher in the next 25 years than the average over the last 30 years. 
Finally, the authors of the projections of G.N.P. and of investment expenditure 
do not consider that there is any fundamental conflict among the projections 
of exports, output or investment. 


1When we speak of 1980, we mean the average position in a five-year period centered on 1980. 
As the export study provides complete estimates of the prospects only for 1980, nothing 
specific can be said about the development of the balance of payments in the intervening 
period. 44 

2R. V. Anderson, The Future of Canada’s Export Trade, Ottawa, 1957. 

3Anderson, ibid and Wm. C. Hood and Anthony Scott, Output, Labour and Capital in: the 
Canadian Economy. 
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The projected imports are mainly derived as implications of Canadian 
economic growth. On the one hand, the rapid growth in investment in ma- 
chinery and equipment, and expenditures on consumer durables and miscel- 
laneous manufactured consumer goods imply rapid growth in imports. On 
the other hand, the development of Canadian fuel resources together with the 
expected relative improvement in the average competitive position of Canadian 
manufacturing activities, due to the growth in the Canadian economy, will 
tend to limit imports. Looking back on the projections, we feel that it is more 
likely that our estimates will be too small than too large. Some students of 
the Canadian economy have serious doubts about the improvement in the 
competitive position of Canadian manufacturing activity relative to foreign 
sources of supply. The interest and dividends and tourist payments to foreigners 
may be underestimated, given the basic forecasts of output in the Canadian 
economy. On the other hand, the projection of imports starts from the com- 
paratively high base of recent years. As to the geographical distribution we 
may have been somewhat too optimistic regarding those imports to be derived 
from the United Kingdom and Western Europe, but we believe that these 
areas must find large additional markets for engineering goods. 


Table 59 


SUMMARY OF PROSPECTS, IMPORTS AND EXPORTS OF GOODS 
. AND SERVICES, AND NET FOREIGN INVESTMENT 


(billions of 1955 dollars) 


i 1955 1980 | 
Cana diam ex ports-ol gO0dS anGsServices Gane. . sais ite Siotetate ats + eae Bue 5.7 14.1 
Ganadiansimoorts:oirgoodsiand Services aur. es aus lebeeass le cies mas 6.4 15.1 
Neét foreign investment into Canadav ns. ne ole ewes wetness ees 0.7 1.0 
GENER es oe Ss spo THAIS Cees DD Oe PRR ee Gitte Ent RENEE, 26.8 76.8 

Table 60 


SUMMARY OF PROSPECTS, GEOGRAPHICAL DISTRIBUTION 
OF CANADA’S CURRENT INTERNATIONAL TRANSACTIONS 


(millions of 1955 dollars) 


Exports of Imports of | Current account 
Year and area goods and goods and_ balance: (—deficit 
services services and + surplus) 
1955 
Wath UNSso. Lae ae eee 3.6 4.7 —1.1 
With Key. set) pee ie. Seer se 1.0 0.6 +0.4 
Withothes(areas 25. 6 Serene ates 12 Fal +0, 
TOI ec) auc aot ont bares eng eaapuiad 5.8 6.4 —0.6 
1980 
WithiUsSA)) Se ee se ea. aes 9.8 iB Bs: —1.7 
Wath GUC arid Vhs Peete eee See 2.0 1.6 +0.4 
Withiotherareds att. in ee. 23 2.0 0.3 
bOtal: Yernweiccd 225 Ao Ace 14.1 AS oh —1.0 


Note: Using National Accounts concepts. 
Source: R. V. Anderson, The Future of Canada’s Export Trade, Ottawa, 1957, Chap. 5. The data presented in 
the export study have been adjusted in the table above to National Accounts concepts. 
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' Providing that the export forecast is accepted, then any required recon- 
ciliations of Canada’s balance of payments should be done mainly by reducing 
the imports rather than increasing the exports. We are inclined to treat the 
export-import position set out in Table 59 as a satisfactory rough indicator 
of the shape of things to come, given the general forecasting model of the 
Commission. The rate of net capital inflow (balance of payments sense) of 
$1 billion per annum around 1980 is about 1.2% of the projected G.N.P., 
considerably smaller than during 1956. The ratios of exports and imports to 
G.N.P. are both expected to decline slightly, trends which have been going 
on for a fairly long time in the world, even for countries with relatively 
favourable export opportunities. 


In general, the prediction is for Canada in its international economic 
position to be not fundamentally different from what it now is —a country 
which remains strongly integrated into the world, particularly the North 
American economy, exporting mainly primary products. The exports of 
primary products will shift more toward minerals and to North American 
markets. Imports will shift gradually toward more manufactured goods, 
particularly machinery and equipment and consumer durable and parts for 
their manufacture. It is a picture of a country which is an international debtor, 
and which will still be a net importer of capital from abroad, though the 
latter will be of smaller magnitude relatively than it now is. Because the 
picture of the Canadian economy which results from putting together the 
import and export studies is roughly consistent with these other views of 
Canada’s economic prospects, we are inclined to let stand the import totals 
as summarized in Tables 32 and 33. 


(c) Long-Run Mechanism of Balance of Payments Adjustment 


In considering Canadian balance of payments positions, rather than go 
through further refinement of the export and import projections, it 1s much 
more appropriate to ask whether a sufficiently powerful mechanism exists to 
keep imports more or less in step with exports. It is our reading of Canadian 
economic history that Canada has not been plagued with persistent balance 
of payments difficulties during this century. This is partly a matter of good 
fortune, partly a matter of similar timing of booms and depressions in Canada 
and abroad; but partly it is a matter of the many and powerful ways in which 
imports have been adjusted in the Canadian economy. There are three im- 
portant channels of this adjustment. First, variations in Canadian economic 
growth, whether caused by changes in export opportunities or other factors, 
have resulted in corresponding fluctuations in this very large group of imports. 
Second, quite a number of Canada’s imports have fairly high income elasticities 
of demand in Canada. For example, the growth of Canadian demand for a 
number of such consumer goods as automobiles and other durables tends 
to fluctuate more than proportionately to Canadian incomes. These items 
have a high import content. Third, over a broad range of Canadian imports 
there is a fairly close substitutability between imported and domestic sources 
of supply. If exports go less well, a limited substitution of domestic for imported 
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goods over a broad range of products can lead (and in the past has led) to 
quite a substantial adjustment in the level of imports relative to Gross Natio- 
nal Product. 


(d) Consistency of the Import Study and Other Studies for the Commission 


In addition to the possibility of being out of step with the forecasts of 
national output, investment, and exports, the import study in particular 
matters could be seriously inconsistent with other of the Commission studies, 
such as those concerned with secondary industries,‘ service industries® and 
the growth of government activities. Somewhat abbreviated efforts have been 
made at reconciliation of the import prospects with these other studies. A 
very large part.of Canada’s imports are more or less in competition with the 
output of Canadian secondary industry. Thus a growth in secondary industry 
relative to Gross Domestic Product may mean a decline in imports relative to 
Gross Domestic Product. On the prospects in this matter, the general paper on 
secondary industries and the import study are in close agreement; in both 
it is expected that the typical situation will be some small improvement in 
the competitive position of Canadian manufacturing relative to foreign sources 
of supply; in both, exceptions to this rule have been pointed out. Of course, 
this harmony of views may simply mean that we are both wrong. 


In the study of the service industries the view was expressed that a com- 
paratively rapid growth will take place in the proportion of the labour force 
employed in service industries, and that there might be a small relative growth 
in the value of output of the service industries relative to Gross Domestic 
Product. This implies a decline in the size of Canada’s international trade 
relative to the gross domestic output, a conclusion of both the export and 
import studies. 


ll. The Effects on Imports of Changes in Economic Conditions 


Almost all of the speculations about import prospects contained in this 
study have been based on a special set of assumptions about the average 
rate and path of Canadian economic growth, and about commercial policy 
and price structures. One of the most useful tasks which could be undertaken 
now is an examination of the effects on imports of changes in economic 
conditions. For example, what effect on imports will follow from faster or 
slower rates of economic growth, from a Canadian economic growth which 
differs in content, from fluctuations in income and employment, and from 
specified changes in Canadian commercial policy. Unfortunately, limitations 
of-time preclude more than a few sketchy remarks on these matters. 


(a) Different Assumptions about the Rate of Canadian Economic Growth 


As with most studies prepared for the Commission, the bulk of the work 
on import prospects has been based on a growth in Canadian output which 


‘4D. H. Fullerton and H. A. Hampson, Canadian Secondary Manufacturing Industry, Ottawa, 
1957. 
5The Bank of Montreal, The Service Industries, Ottawa, 1957. 
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was the average of the high and low projections of G.N.P., as set down in 
the Commission’s study of output, labour and capital. Moreover, the terms 
of reference to the Commission ruled out substantial fluctuations in income 
and employment, an assumption which makes the growth of Canadian 
indebtedness to foreigners and Canadian interest and dividend payments to 
foreigners larger than they would otherwise be. 


As a first approximation, let us ask what level of imports of goods and 
services would be associated with the high projection of G.N.P. and with the 
low projection, as these are set out in the study of output, labour and capital. 
In 1955 dollars, the high projection is $82.1 billion, the low is $70.3 billion, 
and the middle (which was the basis for projections in Chapters 4 and 5) 
was $76.8 billion. Undoubtedly the level of imports will vary directly with 
the level of Canadian national output. But would a 5% increase or decrease 
in the projected level of output in 1980 produce more or less than a 5% 
increase or decrease in the projected imports of goods and services ?° It is 
our belief that a level of Canadian output 5% higher or lower than the basis 
which was used for our projections will result in less than a 5% increase or 
decrease in the projected level of imports of goods and services. In the language 
of economists, this means that we believe the long-run marginal propensity 
to import is less than the long-run average propensity to import for the Cana- 
dian economy. 


Our judgment on this matter is based on the following considerations. 
First, the more rapid is the growth in Canadian output, the more rapid must 
be the growth in the stock of capital, including the stock of machinery and 
equipment. It was shown in the study of output, labour and capital that the 
proportion of G.N.P. which will likely be devoted to new investment in 
machinery and equipment will vary directly with G.N.P.” New investment in 
machinery and equipment has a very high import content. Thus, we have at 
least one influence which tends to make imports vary more than propor- 
tionately with output in the long run; i.e. on this account, the faster the rate 
of growth of Canadian G.N.P. the larger will be the ratio of imports to G.N.P. 


Second, the more rapid is the growth in Canadian output, the more rapid 
will be the growth in Canadian consumption expenditures. Is it likely that 
higher consumption will be associated with a shift in consumer expenditure 
toward items which have higher than average import content? We do not 
believe so. Items for which consumption increases more than proportionately 
with income include some things, like consumer durables and sporting equip- 
ment, in which imports are comparatively large; but the list also includes 


6We are not talking of a sudden boom or slump in Canadian economic activity in 1980 
compared with the average projected 1980 output. Rather we are concerned with a more or 
less persistent and gradual increase in output during the next 25 years which is higher or 
lower than the average used as the basis for the projections in Chapters 4 and 5. As it will 
be argued below, short-run fluctuations in Canadian economic activity tend to produce 
more than proportionate changes in Canadian economic imports of goods and services. 


7See Hood and Scott, op. cit., Chap. 6. 
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a wide variety of things, such as food processing activities, recreational services 
and health expenditures, which have lower than average import content.° 
Thus we do not expect the change in consumption patterns associated with 
more or less rapid growth in Canadian output to have any marked over-all 
effect on the ratio of imports to Canadian output, though the content of 
Canadian imports will be altered. 


Third, a very large part of Canada’s imports are more or less competitive 
with the output of Canadian secondary manufacturing industries. In com- 
petition with North American sources of supply, the main competitive defi- 
ciency of the Canadian industry is the smallness of scale of the Canadian 
market.’ We believe that the more rapid the growth in the Canadian market, 
the greater the degree of improvement in the competitive position of Canadian 
manufacturing activity. Thus, on this account, more rapid economic growth 
would be associated with a decrease in the ratio of imports to Canadian 
national output, and less rapid economic growth would be associated with a 
larger ratio of imports to Canadian national output. 


It is our belief that this third factor will be a more powerful influence than 
the first mentioned; thus, the conclusion that a 5% higher or lower output 
in 1980 will be associated with something less than a 5% higher or lower 
level of imports of goods and services. However, it is our belief that the 
change in the ratio of imports to gross national output, for the range of 
output fluctuation indicated by the high and low forecasts of G.N.P., will 
be small. Some illustrative figures are set out in Table 61. 


Table 61 
ILLUSTRATIVE FIGURES: VARIOUS FORECASTS OF G.N.P. AND 
IMPORTS 
($ billions) 
Forecasts of Forecasts of 
G.N.P. imports of goods 
and services 
High Middle Low High Middle Low 
( 1955 dollars ————_———_) 
1955 actual 26.8 6.4 
1980 82.1 76.8 70.3 16.3 Let 13.9 


(b) Effects on Imports of Differences in Price Structures and in Canadian 
Commercial Policy 


The main projections of imports were based on the structure of prices 
which existed in 1949, (except that conversions were made to 1955 dollars 
for studying the balance of payments position), and were based on the existing 
Canadian commercial policy in 1955, in the sense of the duty rates and 
administrative procedures which ruled in that year. What are the prospective 
changes in the structure of prices, and what modifications to the import 


8See David W. Slater, Consumption Expenditures in Canada, and Chaps. 2 and 5 of this study. 
'See Fullerton and Hampson, op. cit. 
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projections should be made accordingly? How would various changes in 
commercial policy alter imports ? 


Considering the price structure first, the question we have asked is in part 
the very old one about trends and prospects of Canada’s international terms 
of trade, 7.e. the course of export prices relative to import prices. This matter 
has been dealt with in Chapter 2 of Output, Labour and Capital in the Canadian 
Economy, and has been discussed in The Future of Canada’s Export Trade.'® 
Our general view is that Canada’s terms of trade move within rather narrow 
limits in the long run, and that they have been relatively favourable in recent 
years. In the future it is thought likely that Canada will have good markets 
for its export potential and that Canadian manufacturers will face compara- 
tively cheap sources of foreign supplies of manufactured goods. Nevertheless 
it is thought unlikely that there will be large sustained improvements in Canada’s 
terms of trade from those which have existed in recent years. This general 
judgment implies no strong case for modification of our view of import 
prospects on the grounds of expected changes in Canada’s terms of trade. 


The question still remains as to whether the internal structure of import 
prices might be altered, such alterations producing significant differences in 
the content of imports and the prospects for particular types of manufacturing 
activities in Canada. We could not answer this question without a great deal 
of study which time did not permit. We can only record a general belief that 
there is a basic stability to the long-run structure of commodity prices, 
particularly for those which enter into international commerce.!! 


Turning now to the consequences of different commercial policies, we must 
very largely duck the issue. First, a special study of Canadian commercial 
policy was carried out for the Commission.'? Second, the question can only 
be answered for specific changes in commercial policy; given the complicated 
structure of that policy, quick answers to questions about changes are likely 
to be irresponsible ones. 


With the above cautions in mind, two or three fairly obvious points can 
be made. Most of Canada’s secondary industry is protected by the tariff 
against foreign supplies, the effective protection ranging from close to zero 
to very high levels.'* There are quite a number of instances in which the whole 
of the effective protection provided by the tariff is not used. Any reduction 
in duties will encourage a substitution of imports for domestically produced 
goods, but small changes in protection (such as those which were negotiated 
in 1949 and 1951) will produce comparatively small substitutions, partly 
because the full protection is not now used by all producers. The principles 
which might be used in choosing candidates for increases and decrease protec- 
tion are discussed at some length in the study of Canadian commercial policy.'* 


'0H ood and Scoit, op. cit., and Anderson, op. cit. 

See F. D. Graham, The Theory of International Values, Princeton University Press, 1950. 
2S. H. Young, Canadian Commercial Policy, Ottawa, 1957. 

13C, L. Barber, “Canadian Commercial Policy”, CJEP.S, Nov. 1955S. 

Young, op. cit. 
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(c) Short-Run Fluctuations in Canadian Output and Imports 


While the terms of reference of the Commission’s work assume that there 
will be no major fluctuations in economic activity, some business cycle fluctua- 
tions will occur in the future. Whether these are large or small depends on 
external conditions and internal Canadian policy. As regards imports and 
economic fluctuations, two types of question may be asked. First, what has 
been the impact on imports of fluctuations in demand for goods and services 
in Canada, and in what way has the Canadian import structure conditioned 
fluctuations in Canadian output ? Second, if Canada faces fairly large potential 
fluctuations in income and employment, what limitations on Canadian stabi- 
lization measures or what problems arise out of Canada’s import structure ? 


Let us recall our historical experience of economic fluctuations and imports. 
Recent work has established quite clearly that fluctuations in Canadian 
output have been slightly smaller than comparable fluctuations in output in 
the United States; further there has apparently been a small decline in the 
relative amplitude of Canadian as compared with United States fluctuations.!® 


There is convincing evidence that fluctuations of Canadian imports of goods 
and services have been larger than fluctuations in the aggregate demand for 
goods and services in Canada, thus, Canadian output has fluctuated less than 
the aggregate demand for Canadian output and imports combined. In periods 
of extraordinary boom, the ratio of imports to Canada’s G.N.P. increases; 
in periods of decline, the ratio falls. 


It should be recalled also that Canada did not have a balance of payments 
problem, in the narrowest technical sense, during the Great Depression of 
the 1930’s. By this we mean that Canada did not find herself with large 
persistent losses of foreign exchange reserves nor with large persistent depre- 
ciations of the Canadian dollar in foreign exchange markets. Canada was 
in fact an exporter of capital throughout much of the 1930’s. However, we 
should also remember that the very large payments to service foreign debt, 
together with the expected large increases in imports which would accompany 
vigorous recovery measures in Canada acted as a more or less persistent 
limitation on recovery measures in Canada. To put the matter somewhat 
crudely, low levels of income and employment were the price of avoiding 
deficit balance of payments positions. 


The reasons for more than proportionate fluctuations in Canadian imports 
of goods and services than in the sum of Canadian G.N.P. plus imports are 
not completely worked out as yet, but several influences which contribute to 
this phenomenon are clear. (See Chapter 3 of this study.) First, many of 
those types of expenditure in Canada which fluctuate more than proportionately 


18See Irving Brecher and S. S. Reisman: Canada-United States Economic Relations, Ottawa, 
1957. The author of this import study has also been privileged to read the preliminary 
results of a study of these matters by G. R. Rosenbluth of Queen’s University, the results 
of which will be published shortly, and a paper by D. Smith, prepared for the Bank of 
Canada during the summer of 1956. 
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to Canadian G.N.E. appear to have higher than average import content. 
For example, new investment in machinery and equipment, expenditures on 
consumer durables and travel, and some types of inventory holdings fluctuate 
cyclically more than the total G.N.E. These items, particularly machinery and 
equipment, consumer durables and tourism have much higher than average 
import contents. Thus, imports would tend to fluctuate more widely than 
G.N.E. on this account alone. Second, to the extent that Canada’s indebtedness 
to foreigners consists of equities, the dividend payments to foreigners would 
tend to fluctuate more than disposable personal income in Canada. Third, 
there is quite an accumulation of evidence which suggests that the import 
shares of the Canadian market for particular types of goods tends to increase 
in times of boom and fall in times of depression. This is partly due to the 
structure of the Canadian tariff, including the specific duties which are em- 
bodied in the schedules. For example, despite a long-run trend of decrease 
in the proportion of the Canadian market for primary iron and steel products 
supplied by imports, there was a very sharp increase in the imports of such 
items between 1955 and 1956. Similar examples can be cited in other fluctua- 
tions and for a fairly broad range of Canadian manufacturing activity. 


Does the import forecast and the other work by the Commission suggest 
any marked change in the short-run fluctuations of imports to be expected 
in the future ? The indications are that an even larger part of Canada’s indebt- 
edness to foreigners will consist of equities; thus that proportion of Canada’s 
debt service which adjusts quickly to fluctuations in Canadian economic 
activity will be increased. For any given degree of fluctuation in Canadian 
economic activity, this factor tends to produce an even greater relative fluctua- 
tion of Canada’s imports of goods and services in the future than has been 
experienced in the past. The proportion of Canada’s G.N.E. which will be 
accounted for by new investment in machinery and equipment and consumer 
durables will also probably increase, another factor tending to widen the 
fluctuations of imports associated with fluctuations in Canadian G.N.E. No 
fundamental change is expected in the pattern of cyclical fluctuations in the 
import shares of the Canadian market for particular goods. Nor is any 
fundamental change expected in the role of built-in stabilizers in the Canadian 
economic policy, but this is a matter of government policy. Our judgment 
then is that imports may become slightly more responsive to fluctuations in 
the total of G.N.E. plus imports than they now are. 


The other question which we posed concerns the implications or problems 
which Canada’s import position implies for economic stabilization measures 
in Canada, assuming that somewhat larger potential fluctuations are encoun- 
tered in the future than were experienced in 1949, 1951 or 1954. Suppose 
that Canada experiences a substantial fluctuation in external demand, and 
_ that this tends to reduce the level of income and employment in Canada 
significantly. Suppose that fairly vigorous stabilization measures are proposed 
in Canada. May these measures imply balance of payments problems for 
Canada, because of the larger imports which will be associated with the 
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stabilization ? Do various types of stabilization measures have different im- 
plications for imports ? 


Without pretending to fully answer these questions, the import study does 
suggest a few relevant points. First, there is no question but that almost any 
type of stabilization measures in the Canadian economy will tend to sustain 
imports. However, measures which would encourage relatively certain types 
of expenditures, such as investment in structures, consumption of food and 
most types of services would imply smaller increases in imports than a relative 
encouragement of other types of expenditure, such as investment in machinery 
and equipment and consumption expenditures on durable equipment. Secondly, 
while stabilization measures may stimulate imports, the balance of payments 
problems may be small and are certainly amenable to solution, through the 
use of short-term borrowing, drawing on exchange reserves, fluctuations of 
exchange rates and so on. 


ITI. Conclusions 


This study is mainly an essay on the implications for Canadian imports 
of the pace and pattern of economic growth which has been pictured in the 
various Commission studies, though, of course, the continued opportunity 
to import goods and services on comparatively favourable terms is itself a 
condition of the prospective economic growth. The general story which 
emerges is one of a rich economy becoming richer, but of an economy which 
is not expected to change in any fundamental sense in its international 
economic relations during the next 25 years. The view is that imports and 
exports of goods and services will grow a little more slowly than Canada’s 
G.N.P., that Canada will probably be continuing to import capital 25 years 
hence, that some small increase in domestic manufacturing activity relative 
to imports of manufactured goods will be the typical story, but one to which 
there will be exceptions. It is also a picture of further integration of the 
Canadian into the North American economy, but with imports from other 
areas of the world continuing to be attractive to Canadians. 
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Appendix A 


CLASSIFICATIONS OF IMPORTS 


ASIDE FROM the published classifications of Canadian imports, such as 
those found in Trade of Canada, Canada’s Balance of International Payments 
and the Canadian National Accounts, two other classifications have been used 
in this study. The first is a minor regrouping of the main published statistics 
of imports as found in Trade of Canada, the other is an attempt at building 
a functional classification of Canada’s imports. 


Minor Regrouping of the Published Import Statistics 


The results of this regrouping are found in Appendix D, Tables I, I, Ul 
and IV. The commodity component classification which is the main system 
used in Trade of Canada provides information on imports for nine main 
groups, which are in turn divided into more than 100 sub-groups. For example, 
the main groups include Agricultural and Vegetable Products, Animals and 
Animal Products. The Agricultural and Vegetable Group in turn is divided 
into such sub-groups as Fruits, Nuts, Vegetables, Grains. The raw material 
for our regrouping was the sub-group. 


What we wanted to do was to pull together sub-groups which had more 
or less similar end uses. For example, we wanted a group of imports which 
were used mainly as food, drink and tobacco. Thus we wanted to delete from 
the Agricultural and Animal Groups those sub-groups for which the main 
use was other than food, drink and tobacco, i.e., such items as rubber, 
furs, hides and leather products. The attraction of using the sub-groups of 
the published statistics as the building blocks for this reclassification is that 
the classifications by geographical source and the D.B.S. work on import 
prices can be reclassified also, without labour far beyond the scope of this 
study. 
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The stub of Appendix D, Table I, is largely self-explanatory and permits 
reproduction of the reclassification. The only points which require comment 
are: 


(i) While it is very crude, the only items deleted from the Agricultural 
and Vegetable Products and Animals and Animal Products in building a 
group, (mainly) Food, Drink and Tobacco products, were (a) Furs; 
(b) Hides and Skins; (c) Unmanufactured Leather and Manufactured 
Leather Products; (d) Rubber and Products. 


(ii) Primary Iron and Steel was defined to include: (a) Pigs, Ingots, 
Blooms and Billets; (b) Ferro-Alloys; (c) Bars and Rods, including Rails; 
(d) Sheets, Plates, etc., including Band and Hoop; (e) Structural Iron and 
Steel; (f) Castings and Forgings. 


(ii) The Other Iron and Steel, excluding Primary Iron and Steel group, 
is a residual group arrived at by deducting from total imports of Iron and 
Steel Products all those groups specifically listed in the table, including 
Primary Iron and Steel as defined above. 


Considerable time was saved in the regrouping by drawing on a classi- 
fication of imports which has been published regularly in the Statistical 
Summary of the Bank of Canada for many years. The Bank kindly made 
their worksheets available to us. 


Functional Classification of Imports 


What we call a functional classification of imports involved a much more 
fundamental piece of work. The concepts and problems involved in classifying 
imports by end use are discussed in Appendix B. The basic building block 
is the individual item as recorded in Trade of Canada. The intent was to 
sort out the imports in so far as this could readily be done from the trade 
Statistics, putting together groups of imports which could be closely related 
to various types of domestic economic activity. 


It would take too much space to completely reproduce the stub of the 
worksheets involved in this reclassification. These may be obtained from the 
author. What follows is an indication of the main items assigned to each 
group. 
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List of Main Items only Assigned to Various F unctional Classes of 
Canadian Imports 
Item 68 Trade of Canada Groups or 


Food and food materials Import, Code, Numbers. 
Agricultural and vegetable products 
Animals and animal products 


Less 
GGuttise a NUMECHI IS IRS ks a eee ieee ye 1571-84 
Ale GnonerDeVeldbes oe... . . -. 24. Bola RIe3 CAMS. 1504-60 
PlAntsesarubs-aANGsrees . cei eeg hey pee eewe s 1646-69 
Rubber products 320s ac os eye rt isp esis ees 1680-1720 
PE obAccOmananmanuractures =. aigs-i24i eels er ov: 1776-78 
SG See. eee eres ee ee eee, 1741-76 
Ley ace AS) Oe eee ee eee ee eae 2155-81 
EL ave idm aictlce marie = ee Sees, oes 219195 
Hides: and skanS... son tesa: Jaeaks ooeanris 2200-04 
Leather, unmanufractured air Ae ea. ceaan est 2210-26 
Leatheremaniraceired ti. San JO. Fie Soe ee 2231-41 


Beverages and tobacco 


Clothing, personal furnishings, textiles, furs and 
leather products 


Rulores ands textiles: tt rss on Poke aa ne Whole group 
net ene ee PEE oe oe Se as Mes ok 4.6 taal 2155-81 | 
PiidessanG sKinse ee ern es he eras 2200-04 
Leather, unmanufactured and manufactured. ... 2210-41 
Dyeing and tanning materials................- 8091-8115 
BOC RCTIDOOKS TCLC Ire tenure Wiuteaie eves “yiacy 9077 


An estimate of clothing share of tourist purchases 
A list of such minor items as buckles, belts, but- 
tons, bathing shoes, and rubber clothing 


Furniture, appliances, household electronic equipment 


Re velatOLS owt ee a aa ce co lesd ort 9078, 90, 79, 9091, 9092 
Mookine StOVES ome a tel see se 2 2st 5715-18 
Space heating and cooking equipment, n.o.p..... 5723 
Heating and cooking apparatus, n.o.p., and parts §724,;5725 
Spaces eaters MOU sts eacaen ese eee re 5728 
POuSchold machineryes: tas oe eee Be oe = 5441-53 
Burmitute vod. beers ohn Rae EEE S83? 4151 
JEGUEAay ARES @o5c700\ 107d bs ae eee gee ay Ret Maratha clencnrer aan cocci 5692 
RAGIG(UDCSe ee ee te PERN SEE 6166 
Radio Paks 4 tere ot. 2 eee ae ine At eo 6175 
Radio and. LV sets . «22 ew ee Ws See 6173, 6174 
Radionubesparts 90 acse karan ige a cee 6176 
WENCCTS oun ame eee pth ee ON Ee Se: Aes 4075-78 


An estimate of share of tourist purchases 
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Trade of Canada Groups or 


It 
em Import Code Numbers 


Miscellaneous consumer goods 
(a) Durable 


Amusement and sporting goods........... 9001-19 
Musical instruments <-..0 3:2... eee 9110-22 
CUUEt ye ee et de rien ctu ce ae 5371-77 
Hollow Waren se sei ace eee ene 5604, 5, 6, 7 
Bicycles, n.o.p., and parts; tricycles........ 5651, 5670, 5652," 5664 
Cris ANC stare has Pala: ne ay ee eats Mine 5696-9 
Blectrosniatedi wate unto Ain by dy Peres 6082 

Clocks andGwatehes xa sieee.s tees wake See 6131-3; 6135-8 
Tableware CP Giitaek tare vis su en hagas 7046 

Jewellery Seas 5 Ames Fark ee ee 9073 
SPeCtacles’ and’ eve-ClasseSicaae see 9082, 3 


Incidental tourist purchases, except clothing, 
furniture and appliances and auto parts 

Miscellaneous goods 

A list of such smaller items as sporting equip- 
ment and parts, glass tableware, brushes, 
fans, door mats, luggage, cameras 


(b) Perishable 


Books, and: prated matter escent 4261-4311 
Drugs and pharmaceuticals 
Lamp. Dulbs /ive, ee eee lene eee ae eee 7084 


A list of such smaller items as household paper 
goods, batteries, fuses, perfumes and soap. 


Autos, trucks and parts 


Engines, antomobileshscsapane oe eee 5242 

Bogines, ttuck:..0- dinsseusents fees meets Mile eee as 5245 

Autos; dremht dad ipassencer: | 20. an. See 5641-4 

Buses fot) Sepa, ee ae ee eee 5645 

AUICO Parts: \ on we Rea. ae eee eee 5646, 8, 50, 61 


Machinery and equipment 
(a) Electrical apparatus 
Total electrical apparatus and supplies... .. (per Trade of Canada) 
Less 
Batteries, fuses, lamp bulbs, electric light 
fixtures, magnetos, spark plugs, radio and 
television sets, electric dry-shaving machines 
Plus 
X-ray apparatus, battery jars, silbion steel and 
part of radio parts 
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(b) Other machinery and equipment 


PAM TMACHINETY esc. 2. ae eect gd. ame te 5692-5363 

Machinery other than agricultural......... 5441-5576 
Less | 

PIO USeOl cma CHING Dy cts ee ens al wae ee os 5441-5453 
plus 

Lawn mowers 

SO ER Al te eee rea 5707 

WeRVCN Ret Rr ta ete en aca eles tee 5713 

[Pa e hits or by Went bar na ena See gra enen ar 5683-5; 5680 

aS eee Pe eet ts Sete edn Sed Ss 5231-6 

INUUSS TIVELS locos. (oc tose UNI DAMA Id ot SEAS, 5411-3 


Engines and boilers other than auto, truck 
and aircraft engines 

Scientific and educational equipment 

A list of smaller items such as pulleys, valves, 
meters, rubber belting, castings for agricul- 
tural implements 

Less X-ray equipment, cameras 


Materials for structures and miscellaneous 
investment goods 
Wood unmanufactured (less veneers and 


UW OOG Ma ERE RCS rien vice ae 2) ai 4002-4084 less 
(4075-9 and 4083) 

SE TION fe AM ARS SG) ee eee aaa ace DsLOdeo 
Slicer andskelpelOl pipes isco os Won oe oe 5148, 9, 50 
Miubes pipes and NUNES... 24s es de a 5181-97 
Nails, spikes and tacks 7.) ie. ies wes + het oo 5391-5 
later nds siicel Glass leas teri ha ee ete itack ie a 7090-8100 
Paints, pigments and varnishes..............-- 8171-8216 


A long list of such smaller items as wooden mill- 

work, building materials, hardware, plumbing, 

fixtures, household heating equipment, lighting 

fixtures 
We TOeDLOCUCtS oo State ndeteret > daly 4 herineso t 5201-5223 
Electrical wire and cable 


Aircraft and engines 


Eneines, aircraft and’parts 2’... 22.3... ns 5258-61, 5248 
PRTC EALEEATIC OAT tS see oe toh aes vent Wi ota Sean eo Aes eel 9171-5 
Coal 


Group per Trade of Canada less benzol, coal tar, 
coal pitch, carbolic or heavy oil, petroleum coke 
(ground or unground) 
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Item Trade of Canada Groups or 
Import Code Numbers 


Petroleum and products 
Group per Trade of Canada, \ess asphalt 


Selected basic chemicals 
Trade of Canada Group, chemicals and products, 


Less 

Dyeing and tanning matenals 2 al ee 8091-8115 

SOAD S Sera nestor: ner toenenne ets centres eee Sete eae 8221-4 

Perluimes and cosmelics <= acca es ene 8231-8 

Drugs and pharmaceutical products 

Paintss pictients Anda Vvalinis hes: meas nict en eee 8171-8216 
Miscellaneous unassigned industrial materials 

Rubber, raw and partly manufactured......... 1680-91 

Gumssandaresins..: nee eee eh eee 1571-84 

Woodpulise-iend aceon: arn be 4131-35 

Miscellanéous paper products: .6¢2) er aa. foe ae 5001 

lroniores 4) sue cet ee ee oa aa 

Assorted primary iron and steel products....... 

Bauxite ad,. buat es, tear oe Cie ee ee 6002 

PXSSOrLEd <DLASS PLOGUCtS, §.8 ee ee 

Platine, So ete ea ree eee ee 6087, 6090 

Linandsproducissata: et. oe 6101-3 

Ores P.O: DIR APO a nee sess oe 6208-17 

PitesOnick Stoo ey ur ek ss anh eater ven eee eee 7022-7 

Miscellaneous non-ferrous metal products...... 6251 

Coal:products#kc),. f.. nck ke ee eee 7007-74 

A DGASIVES . oko acu ees ere Po ce rare es es Ae 7191-7201 

Manufactures of iron and steel, n.o.p.......... 5714 
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THE RELATIONSHIP OF IMPORTS TO USES IN CANADA 


IN THE Canadian national accounts, the total value of imports of goods 
and services are deducted from the sum of expenditure by Canadians and by 
foreigners on goods and services coming available in Canada, no separation 
being made of imports among the various expenditure classes. For example, 
the expenditure account for 1953 is: 


($ millions) 


Personal expenditure on consumer goods and services..... 15,165 
Government expenditures on goods and services......... 4,408 
Gross domestic investment: 
RESICICRLIACOUSERIIC IO ee fer a Ges Aeenre tlt kd oh sv visloaeral ni 1,061 
MOM RCSICCILIAIA CONSTRUCTION 5a 6 ta ok cee ao esl esas ns erg oye PG 
Fe WAG AIC tVcaNGs COMI PING 5.0. Seach acer A hd eueunealelais 15922 
EOC s AMELIE NL OLICS tot ue iit Garaget Oech aa ian caus. chile 572 
POOLS OL OC OOCS ANUESCLVICCS 2. tira ars gitc yi ke tio, wait Suns 5,420 
Deduct: 
ImpOrtSyOl POOdS ANC SERVICES ol sd ce yiciebeieny Sap erent y= leat —5,860 
ESICUAMCETOEFOL ESUIM ALE artes. hi eon Pl uta. s hoses Weaaag oes — 64 


GaNnee wat market prices:-: ave fae 5t bee ei eottcu ein 24,350 


This appendix is concerned with: (a) the desirability of allocating imports 
to classes of final expenditure, (b) an inventory of the existing work in this 
connection, and discussion of the problems of such an allocation, and (c) the 
compromise approach adopted in this study. 


Desirability of Allocating Imports among Types of Expenditures 


The basic argument for making such an allocation is the belief that it will 
be useful for analysis of the changing pattern of imports and for prediction. 
A priori, the growth and variability of imports may differ among final uses 
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of such imports. For example, the growth of imports associated with consumer 
expenditure may be quite different than the growth in those associated with 
investment activity. Thus, even if the division of final domestic expenditure 
were to remain the same, aggregate imports may change relative to G.N.E. 
Further, as the import content of the expenditure categories will probably 
differ widely, even if the import content of each expenditure category remained 
constant, changes in the distribution of expenditure among final uses would 
alter the over-all income-import relationship of the Canadian economy. In 
general, this is an argument that breaking things apart will provide a better 
understanding of the economic change than can be obtained at the most 
aggregated levels. 


Inventory of Work 


Most of the work on the allocation of imports to uses has been carried 
out on a preliminary and confidential basis at D.B.S. This includes: 


i) a preliminary analysis of the import content of national income for 
1948, together with some data for 1938 and 1928; 


ii) an extension of the analysis for 1948 to adjust for import duties and 
imports of services; 


ii) the work for 1949, arising out of the input-output table for that year. 


As these data are preliminary and confidential, discussion here must be 
confined to a few points regarding concept and method, and one or two 
conclusions. 


The basic problem is one of accurately assigning imports to uses. For many 
imports, final type of use (consumption-type goods, investment-type goods) 
is quite clear cut from the trade statistics. For many other imports, parti- 
cularly intermediate products the assignment is not possible from the trade 
statistics even among types of goods. This is particularly so for intermediate 
products which are used by several industries; the most difficult case of this 
kind is for fuels and lubricants. To make allocations in these cases a very 
careful study of the flow of materials to industries and from industries to 
final use must be made. 


A second and related problem is the assignment of goods to expenditure 
categories. For example, after having assigned imports to automobiles, the 
automobiles in turn must be assigned to exports, consumption, investment and 
government expenditure in order that the import content of the automobiles 
be assigned to G.N.E. classes. Similarly, investment-type goods must be 
assigned among investment expenditure and repairs and maintenance expen- 
diture, as well as among exports and government use. An adjustment for 
inventory accumulation of goods must be made. 


A third problem is that of establishing the appropriate valuations. Imports, 
in Canada’s Trade Statistics, are recorded f.o.b. point of origin, and do not - 
include transportation charges, distributive markups, import duties and other 
taxes as part of this valuation. G.N.E. measures exist only in market prices. 
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To establish the import content of G.N.E. categories, it will be necessary 
to place the expenditure categories and the import values on a comparable 
basis. 


Because of the preliminary and confidential nature of the existing work 
in allocating imports, only a few general conclusions may be stated. With a 
limited amount of work a rather large proportion of imports can be assigned 
to final uses. However, to assign all imports is a very large task indeed. There 
is great variation in the import content of various types of expenditure; 
the import content is extremely high for investment in machinery and equip- 
ment and is well above the Canadian average for consumer durables, and 
clothing and fuels, and well below the average for personal services, govern- 
ment expenditure and structures, and exports. 


Data from the 1949 input-output table are not yet available, but will be 
shortly. For this one year, the estimates of the import content of G.N.E. 
will then be available on refined basis, adjusted carefully for each of the 
problems noted above. 


The Research Department of the Bank of Canada has also been working on 
a reclassification of imports into those flowing into consumption and invest- 
ment uses. The first results of this work were published in the October, 1956, 
Statistical Summary.! The main difference between the Bank’s classification 
and that worked out in this study concerns industrial materials. In our study, 
those industrial materials which we felt could be assigned with some confi- 
dence to end uses were so assigned. The Bank’s classification was influenced 
to a considerable extent by interests in short-run fluctuations whereas ours 
was concerned primarily with long-run trends. In any case, the Bank’s proce- 
dure could not be applied directly to our work as it was based on a grouping 
of the Canadian import statistics by the Standard International Trade Classi- 
fication, for which data are available only for recent years. We wanted a 
classification which could be extended back at least until the 1920’s. 


The Procedure for Allocating Imports to Uses Adopted in this Study 


Despite the attractions, it was decided that making a fully consistent and 
detailed assignment of imports to the various G.N.E. categories for a number 
of years between 1925 and the present was beyond the scope of the 
study of imports as part of the Commission’s work. The larger part of a 
complete input-output study in considerable detail for several years would 
have to be done, implying a very large commitment of resources. 


What has been done in this study is a classification of imports into func- 
tional groups, which, in turn, could be related to indexes of various kinds 
of economic activity within Canada. The classification has been made for 
selected years since 1928. Some adjustment to place the import groups on a 
valuation basis similar to that of G.N.E. categories has been made. 


1Bank of Canada: Statistical Summary, October, 1956, pp. 317-318. 
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The groups into which imports were divided are: 


Food 
Beverages and tobacco 
Clothing and personal furnishings 
Furniture, appliances and radios 
Miscellaneous manufactured consumer durables@ 
Miscellaneous manufactured consumer perishables@ 
Transportation equipment 
7.1 Automobiles, trucks and parts 
7.2 Aircraft 
7.3 Railroad equipment 
7.4 Ships and vesselsb 
7.5 Other transportation equipment> 
8. Machinery and equipment, excluding electrical machinery 
9. Electrical machinery 
10. Materials for investment in structures 
11. Miscellaneous investment goodsb 
12. Coal, petroleum and other fuels 
1S Coal 
12.2 Petroleum 
13. Special items 
14. Selected basic chemicals 
15. Industrial materials, not assigned above. 


Presh vi ton irae ae 


In general, any final or intermediate good which was clearly used in Classes 
1 to 11 was placed in that category. For example, raw cotton was assigned 
to clothing and personal furnishings. The residual group — 15. Industrial 
materials, not assigned above — is made up of items which are used in sub- 
stantial volume in more than one of the Classes 1 to 11, or items on which no 
information was readily available from which to make the assignment. Through- 
out the work a number of possible refinements were not made on the ground 
that their contribution to the general story were not worth the expense. This. 
means that the classification made as part of this study is not the refined job 
that could be done with more time, or which has been done for 1949 by 
D.B.S. All that is hoped is that, in a rough approximating way, the main 
lines of the relationship of imports to uses in the Canadian economy is 
revealed, and this in a way that will aid the understanding of the economy 
and the appraisal of the future prospects. 


The general content of the various groups was set out in Appendix A. 


“In the final analysis, items marked * were grouped together, as were items marked ”. 


Appendix C 


NOTES ON SOURCES OF INFORMATION AND BASIS OF 
FORECASTS IN CHAPTER 5 


I. Introduction 


In this appendix, the main sources of information used in Chapter 5 are 
set out. As well, some details are given on statistical procedures and on the 
basis for various judgments. 


In a speculative activity like forecasting future Canadian imports, the 
burden is on the author to bare his soul, to make explicit all the evidence 
and procedures by which conclusions are reached. Neither time nor space 
permits complete reproduction here, but the notes which follow are an 
indication of the type of work underlying the forecasts. The sections of this 
appendix are numbered in the same way as the sections of Chapter 5 to which 
they pertain. 


II. Foods 


1. Content of the Group 


The group consists of imports of finished goods and of raw materials and 
intermediate products which clearly find their outlet in supplying domestic 
food consumption. 


2. Sources of Information 
(a) Imports: Trade of Canada, various issues. 


(b) Prices, tariffs and other elements of commercial policy: J. H. Young, 
Canadian Commercial Policy, Ottawa, 1957; this study for the Commission 
contains a quite comprehensive picture of comparative Canadian and world 
prices of various food products, and the present Canadian commercial policy 
as it relates to foods. 

(c) The volume of consumption of various foods: W. M. Drummond and 
W. Mackenzie, Progress and Prospects of Canadian Agriculture, Ottawa, 1957. 
A study prepared for the Commission. 
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(d) Canadian expenditure on food: D.B.S. National Accounts, Income and 
Expenditure, various issues; data made available by the National Income 
section of D.B.S.; D.B.S., various surveys of family expenditure. Also see 
David W. Slater, Consumption Expenditures in Canada, Ottawa, 1957. 

(e) Very useful discussions of trends in food consumption are contained in:— 

(i) W. S. and E. S. Woytinsky, World Population and Production, 
(ii) J. Frederick Dewhurst, America’s Needs and Resources, 
(iii) A Brief of the Canadian Edible Oil Foods Industries to the Commission. 


3. Constant Dollar Estimates of Imports of Foods 

The value of food imports in constant (1949) dollars was obtained by 
deflating the current dollar value figures of a substantial number of types of 
foods by unit value indices found in D.B.S., The Review of Foreign Trade, 
various years, together with special unit value indicates constructed for the 
purpose from Trade of Canada. 


4. Projections 
Most of the projections of imports of food were made in the following 
way: 

(a) Under the usual population and income assumptions, a projection 
of Canadian per capita consumption and imports of each class of food 
items was made. For example, the evidence from the agricultural study, 
from family budget data and from comparative Canadian and American 
experience suggested that per capita consumption of fresh citrus fruits 
would be approximately 150% of 1953 levels by 1980. 

(b) These estimates, together with the expected population estimates 
prepared for the Commission yielded projected aggregate imports of 
various food products, as an index, 1953 = 100. 

(c) The imports in recent years were examined to find if 1953 was a 
reasonable base from which to project; it usually was accepted. From 
the base, projected future values of imports of various kinds of foods 
were developed. 

(d) The individual items were added together to give the over-all 
estimates. 


III. Tobacco Products and Alcoholic Beverages 


(a) Tobacco Products 


1. Data sources 

(a) The basic reference work on tobacco statistics is D.B.S. Reference 
Paper No. 9, 1950, setting out data on production, import, export, sales, 
taxation and consumption of tobacco products. 

(b) Recent data on the value of imported tobacco products were taken from 
Trade of Canada. These have been converted to constant (1949) dollar series 
on the basis of special unit value indices built up as a part of this study. 
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(c) Another useful source of information on trends in tobacco consumption 
are the annual briefs to the Minister of Finance by the Ontario Flue-Cured 
Tobacco Marketing Association. 


(d) Comparative prices of tobacco products and tariffs on tobacco products: 
J. H. Young, Canadian Commercial Policy, Ottawa, 1957. 
2. Assumptions regarding prospective imports 


Indexes, 1955 = 100 


Prospective consumption Prospective 

in 1980 imports 
Gears iets exis eer Noh eianS oa 225 225 
Raw leaf (mainly for cigars)....... 225 225 
GBATELICS hal, ees tis oes a 225 225 
Gil LODACCOMN ie ae A HE 135 135 
Gihemtebacconeesn: ahcceknk tee £33 r35 
POpulstions, ee, Mate eee AOD. tte 170 


For year between 1955 and 1980, the projections assume that the fraction of consumption 
accounted for by imports for each type of product is the same as the 1955 levels, the con- 
sumption projections being based on expected rates of increase in the adult population and 
the expected consumption of various tobacco products per adult, set out in the study of 
Consumption Expenditures in Canada, a study prepared for the Commission. 


(b) Alcoholic Beverages 


1. Contents of group 


The group includes all imports of alcoholic beverages which enter the 
statistics of Trade of Canada, valuation being as declared. Separate attention 
has been given to imports of wines and to spirits; however, in the tables, the 
data for spirits include imports of small amounts of beer, ale, porter and 
stout. 


2. Sources of data 
(a) Value and volume of imports: Trade of Canada. 


(b) Volume of consumption of domestic and imported alcoholic beverages: 
Canada Yearbook, various issues. 


(c) Manufacturers’ prices and import prices of alcoholic beverages, together 
with duties, taxes and markups in 1954: Young, op. cit. 

(d) Special unit value indices were constructed from Trade of Canada, to 
obtain the (1949) constant dollar values of imports of alcoholic beverages 
for recent years. The import items were deflated in detail. 

(e) Personal expenditure on alcoholic beverages: D.B.S., National Accounts, 


Income and Expenditure, various issues, and data made available by the 
National Section of D.B.S. 


3. Observations, assumptions and judgments bearing on the prospects 


Prospective imports of alcoholic beverages depend on the growth in Cana- 
dian consumption, the forms of beverage consumed in Canada and the import 
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share of the Canadian market for various types of beverages. The prospective 
consumption has been discussed in the study of consumption expenditures 
prepared for the Commission. By 1980 the Canadian market for alcoholic 
beverages is expected to be about 250% of present (1955) levels. It seems 
reasonable to expect Canadian consumption of spirits to increase in about 
this degree, while, unless good quality imported wines become widely and 
cheaply available in Canada, the Canadian consumption of wine cannot be 
expected to increase quite as rapidly. For many years, the import share of 
the Canadian market for spirits has been falling, partly because such spirits 
bear higher retail prices than Canadian spirits. (The higher price persists 
despite the fact that imported spirits of comparable quality are available to 
provincial liquor commissions at prices lower than the domestically-produced 
spirits.) In projecting imports of spirits we have assumed that the import 
share of the Canadian market will continue to decline in the future, from 
about 34% in 1954 to about 28% in 1980. Regarding wines, Canadian con- 
sumption per capita is very small, even compared with that in the United 
States, and no significant trend of increase has been exhibited during the 
past 30 years. Because higher incomes and more dining out and foreign travel 
are expected in the future, it is our judgment that per capita consumption of 
wine will increase moderately. Further, it seems reasonable to expect some 
increase in the import share of the Canadian wine market despite the limited 
selling efforts and high markup which most provincial liquor authorities give 
to imported wines. In matters of taste, there will always be wide differences 
of opinion; however, there is a widely held view in Canada at the present 
time that Canadian wines do not usually compete in quality with the imported 
products. 


IV. Textiles, Clothing, Leather and Fur Products 


1. Contents of Group 


The group consists of all textiles and textile products, per Trade of Canada, 
plus imports of feathers, furs, hides and skins, leather (manufactured and 
unmanufactured), dyeing and tanning materials, a series of miscellaneous 
clothing items listed in Appendix A, and an estimate of the clothing propor- 
tion of the tourist items listed in Trade of Canada. In one sense the group 
is misnamed, in that it includes textile and leather materials which find uses 
other than in clothing and personal furnishings. However, clothing and 
personal furnishings account for a very large proportion of the total. Both 
from the point of view of analysis and projection, the over-all trends are not 
significantly affected by the limited concern with industrial and other non- 
clothing uses of textiles. 


2. Data Sources 
(a) Value of imports: Trade of Canada, calendar years, various issues. 


(b) Volume of imports, exports and production: yards of fabric: Canadian 
Textile Journal Publishing Co. Ltd., Manual of the Textile Industry of Canada, 
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Montreal, 1954; Brief of the Primary Textiles Institute to the Commission; 
Briefs of the various Primary Textiles Institutes to the Minister of Finance, 
1954 and 1955S. 


(c) Volume of imports, exports and production: Pounds of materials: The 
Canadian Primary Textiles Industry, a study prepared for the Commission, 
by the National Industrial Conference Board (Canadian Office), Ottawa, 1957. 


(d) Expenditure on clothing and personal furnishings: D.B.S.: National 
Accounts, Income and Expenditure, various issues, and data made available 
by the National Income Section, D.B.S. 


3. Constant (1949) $ Values of Imports 


For the group as a whole, one method of obtaining the constant (1949) 
dollar figures was deflation by a (1948) base-weighted index of prices, built 
up out of components of the published export and import price indices. How- 
ever, for recent years, a separate deflation was carried out in considerable 
detail, based mainly on unit value indices built up from Trade of Canada. 
Deflation was carried out separately for raw cotton, cotton yarns and fabrics, 
and similarly for wool, synthetics, flax, hemp, jute, hides and skins, furs, 
leather unmanufactured and manufactured, and so on. The United States 
consumer price index for clothing was used to deflate the estimated value of 
imports of clothing. 


4. Trends and Forecasts 
These matters have been discussed at some length in the text of Chapter 5. 


V. Furniture, Household Appliances, and Household Radio and 
Television Equipment 


1. Content of the Group 


The group includes imports of finished appliances and furniture, parts and 
components of appliances, and a few materials which clearly find their outlet 
in the production of furniture and appliances, e.g. such items as veneers. 
The specific content is listed in Appendix A. 


2. Sources of Data 


(a) Canadian imports and exports: Trade of Canada, various issues; in 
addition, selected data on United States exports to Canada have been used. 


(b) Value and volume of production and related data on exports, imports, 
and apparent Canadian consumption: Clarence L. Barber, The Canadian Elec- 
trical Manufacturing Industry, Ottawa, 1957. A study prepared for the Com- 
mission. 

(c) Consumer expenditures on furniture and appliances: D.B.S., National 
Accounts, Income and Expenditure, various issues, and data made available 
by the National Income Section of D.B.S. See also D.B.S., Survey of City 
Family Expenditure, 1953. 
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(d) Household facilities and equipment: D.B.S. surveys by the Special 
Surveys Division. 


(e) Scale, types of production and costs: presentation to the Commission 
by J. H. Goss, President, Canadian General Electric Company Limited, 
February 1, 1956; Barber, op. cit. 


(f) Commercial policy as it affects electrical appliances and prices of 
electrical appliances in Canada and the United States: Young, op. cit.; 
Barber, op. cit. 


(g) Other references: See the Briefs to the Commission by the Canadian 
Electrical Manufacturers’ Association, J. M. Thompson of Canadian West- 
inghouse Co. Ltd., and the Radio-Electronics-Television Manufacturers’ 
Association. 


3. Forecasting Assumptions and Judgments 


Abstracting from new products and new techniques, imports of furniture 
and household appliances into Canada depend on the level of consumer 
expenditure on such equipment, the kinds of products demanded and the 
competitive position of Canadian manufacturers in various types of production 
of intermediate and final products. (The latter depends on the relationships 
of scale and specialization to costs of production, on effective protection 
of Canadian production and on various other factors such as Canadian 
electrical standards.) As Canadian expenditure on household appliances is 
expected to increase relative to G.N.E. the level of imports will grow more 
rapidly than either total consumption expenditure or G.N.E. in Canada, 
unless there was a sharp decline in the import share of the Canadian market 
for such appliances. (For the consumption projections, see Slater, op. cit.) 
The imports depend also on the type of product demanded. Typically, the 
import share (either in the form of finished goods or components) is high 
for large and complex commodities like refrigerators, radio and television 
equipment, and automatic laundry equipment. The import share is typically 
much smaller for the smaller and less complex equipment like toasters, floor 
polishers, conventional-type electric washers and electric ranges. However, for 
the last item, Canadian standards have acted as a limitation on imports. In 
general, an increasing proportion of Canadian expenditure on household 
appliances is expected to go toward the more complex items of equipment, 
a factor which tends to increase the over-all import share of the Canadian 
market in household appliances. 


Before considering new products and new techniques, let us turn to the 
question of scale, specialization, and the Canadian competitive position in 
the manufacture of household equipment. For such larger items of home 
appliances as electric refrigerators and ranges, Mr. Goss suggested that “an 
initial mass production facility would produce between 250,000 and 350,000 - 
units per year on a two-shift 80-hour basis. This would represent the smallest 
mass production facility that could be put in place — a minimum of at least 
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one of a kind of each equipment or equipment group — near optimum size 
(is) in excess of 500,000 units’’.? 


As Mr. Barber has pointed out, it is clear that no Canadian facility producing 
household appliances comes close to approaching the optimal size indicated 
by Mr. Goss. In 1954 the average volume of output of the four largest producers 
of refrigerators in Canada was 44.3 thousand units; of conventional washing 
machines, 25.0 thousand units; automatic washing machines, 6.3 thousand; 
and electric ranges (over 35 amps), 25.2 thousand units. Because of the large 
number of small producers of each type of equipment in Canada, the average 
production per firm is very much smaller than was indicated for the four 
largest firms. 


Mr. Goss’s suggested optimal size can be a very misleading indicator of the 
comparative position of Canadian producers of household equipment at the 
present time. First, the difference in unit costs between a plant turning out 
50,000 units a year and 500,000 units a year are not usually overwhelming. 
Mr. Barber has shown that comparatively small reductions in unit costs are 
expected by two firms if they were to produce 200,000 units per year of 
refrigerators or of ranges rather than 100,000 units per year. Interviews with 
members of the washing machine trade have suggested that the optimal size 
of production of (even) automatic washing machines is much smaller than 
200,000 and that the unit cost savings of producing 200,000 per year compared 
with 50,000 units per year are small. Second, so long as Canadian wages are 
substantially below those in the United States (and they have been for more 
than a century), the optimal scale of production will be smaller in Canada 
than it is in the United States. Putting this another way, Canadian producers 
will be able to offset lower productivity by lower wages, tending to meet 
United States costs per unit of output at much lower scales of output. 
Thirdly, while the lack of specialization within Canadian plants which produce 
household appliances tends to produce higher costs than exist in the United 
States, given the Canadian context, the production of several products in 
the same plant provides some of the economies of large-scale operation. 
Thus, the Canadian scale of operation is not as small relative to the American 
as is indicated by a comparison of the output of particular types of appliances 
by comparable firms on each side of the border. 


Despite all these qualifications, it seems quite clear that Canadian production 
of appliances takes place on a smaller scale and in a less specialized way 
than is consistent with lowest unit costs. Undoubtedly the growth in the 
Canadian market will make possible considerable economies of larger scale 
specialized production, and corresponding improvements in the competitive 
position of Canadian manufacturers. However, if no change takes place in 
the number of producers in the Canadian market, a four- or fivefold increase 
in production of household appliances will not produce specialized establish- 
ments of the size indicated by Mr. Goss as optimal. If we take Mr. Goss’s 


1J, H. Goss, Canadian General Electric Company, Limited, Presentation to the Commission, 
February 1, 1956, p. 6. 
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statement at face value, it would suggest that Canadian production of major 
or large appliances would still be a long way from optimal size and arrange- 
ment two decades from now. For reasons which we have indicated above, 
it is our belief that a four- or fivefold increase in the production of household 
appliances in Canada would produce almost all of the economies of larger 
scale production which are to be had under existing conditions of production. 
Therefore, aside from the introduction of new products and new technological 
arrangements, we feel that the import shares of the Canadian market for 
particular kinds of products might be expected to fall considerably in the 
future. 

Both the introduction of new products and new methods of production will 
work in the opposite direction. Typically, as new products are introduced 
in the United States, the import content of Canadian consumption of such 
goods is extremely high in the early stages of the development of the Canadian 
market. Such new techniques as printed circuits and electronic control systems 
in production, appear on balance to increase significantly the economies of 
large-scale specialized production. ® 

Putting these factors all together, it is our expectation that some small 
over-all reduction in the import share of the Canadian market in household 
appliances will take place, the economies of larger scale and specialized 
production tending to reduce imports by more than the shift of consumption 
toward more complex appliances and the effects of introduction of new 
products and new methods of production on the North American continent 
tend to increase them. 


Regarding furniture, the cost comparisons made in the study of Canadian 
commercial policy prepared for the Commission, indicated that the Canadian 
price of wooden furniture is now less than that in the United States (both 
net of commodity taxes). However, Canadian prices are considerably higher 
than Scandinavian prices for furniture. Canadian prices are higher than 
American for stuffed furniture and for metal furniture. The import share 
of the Canadian market has always been small for furniture and this appears 
to be based on the combination of comparatively cheap Canadian production, 
import duties and costs of transportation and difficulties of buying from 
far-away place like Scandinavia. Providing that Canadian furniture manu- 
facturers produce reasonably attractive designs, it is our judgment that 
imports of furniture will continue to be a small part of the total Canadian 
consumption. 


VI. Miscellaneous Manufactured Consumer Goods 


1. Contents of the Group 


The group includes a wide assortment of perishable and durable consumer 
goods and materials for the production of such goods, ranging from soap 
and cosmetics to musical instruments and cameras. The contents are defined 
in Appendix A to this study. Judged by value, the more important sub-groups 
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include books and printed matter, drugs and pharmaceutical products, amuse- 
ments and sporting goods, musical instruments, cutlery, electro-plated ware, 
clocks and watches, tableware of china, jewellery, assorted tourist purchases 
excluding clothing, furniture and appliances (which were dealt with in other 
sections of the study), post-office parcels and settlers’ effects. 


2. Sources of Data and Information 


(a) Imports: Trade of Canada; see Appendix A of this study for classifica- 
tion. 

(b) Constant (1949) dollar value of imports: the value data for the group 
were deflated by a special import price index constructed by rearrangement 
of the components of the published D.B.S. import price index. 


(c) Consumer Expenditure: National Accounts, Income and Expenditure and 
data made available by the National Income Section of D.B.S. 


(d) Production, exports, imports and apparent Canadian consumption of some 
items in the group; gathered by the author of this study from D.B.S. reports 
on manufacturing industries, together with data available in Trade of Canada. 
See Chapter 2 of this study, especially Table 14, for data on drugs and pharma- 
ceuticals, books and printed matter, and bicycles. 


(e) For data on comparative Canadian and foreign prices, tariffs and 
selected data on market shares in recent years, see Young, op. cit. 


VII. Autos, Trucks and Parts 


1. Content of the Group 


The group includes those imports of autos, trucks and parts included in 
the motor vehicle section of Volume III of Trade of Canada, plus imports of 
automobile and truck engines included in the engines and boilers section of 
Volume III of Trade of Canada. The apparent Canadian content of Canadian 
manufactured vehicles, judged in this way, is less than the over-all Canadian 
content, because some imported items entering into the manufacture of 
automobiles appear in other sections of the trade statistics. 


2. Sources of Information 
(a) Canadian foreign trade in autos, trucks and parts: from Trade of Canada. 
(b) Historical data on registration of automobiles, production and sales of 
automobiles: D.B.S., Motor Vehicle Industry; D.B.S., Motor Vehicle Parts 
Industry: A fairly comprehensive survey of the data is included in the study 
of the Canadian automotive industry, prepared for the Commission. 


(c) Prices of automobiles and equipment, and Canadian commercial policy: 
Young, op. cit. 

(d) Analyses and forecasts of the Canadian market for automobiles: See 
The Canadian Automotive Industry prepared for the Commission by the Sun 
Life Assurance Company of Canada and Slater, Consumption Expenditures. 
One of the most interesting brief treatments of the Canadian market for 
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automobiles is found in the Monthly Review of the Bank of Nova Scotia, 
August, 1955. A number of briefs to the Commission also contained 
comments on the prospective Canadian market for automobiles, including 
the briefs by The Chrysler Company of Canada, The Ford Motor Company 
of Canada, General Motors of Canada, The Imperial Oil Company, the 
British American Oil Company and the Rubber Manufacturers’ Association 
of Canada. 


(e) Comments on prospective imports of autos, trucks and parts are much 
scarcer than on the prospective Canadian market. The following extracts are 
from the automotive industry study prepared for the Commission: 


(a) ‘‘A factor that could tend to offset the possible loss of export markets 
is the probability that, as volume grows, some of the more expensive cars 
now imported from the United States will be made in Canada. Although 
these now account for only a very small part of the total Canadian market, 
rising incomes will permit these models to enjoy a larger share of an 
increasing demand. On the other hand, it is possible that increased sales 
of small cars, stimulated by the desire for multiple car ownership, may 
cause imports to rise relatively in early future years, to the detriment of 
domestic production. To date this has not been a significant factor in the 
United States market, and it is possible that most Canadians will similarly 
prefer the combination of a full-sized sedan plus a station wagon or another 
standard car to the more practical one including the small import. Should 
demand for these cars increase substantially it is likely that some assembly 
operations would be established in Canada.” 


(b) “‘Given the existing tariff framework, it is inevitable that increased 
quantities of automotive parts will be manufactured in Canada. This will 
occur as a direct result of increased vehicle demand and will be occasioned, 
in the absence of other factors, by the present Canadian content require- 
ments superimposed on larger output. Should the Canadian content of 
the average car rise to as high as 90%, a possibility in view of the volume 
increases expected and the greater use of Canadian raw materials, parts 
production would be stimulated accordingly. .. The present uncertainty 
surrounding the automatic transmission has been referred to earlier. It 
seems probable that this item will eventually be made.in Canada.” 


The general tenor of these remarks is an expectation that the import share 
of the Canadian market for automobiles, trucks and parts, will be much 
lower in the future than at the present time. Our judgment of the prospects 
differs in degree from that set out in the automobile study; fairly small decreases 
in the import share of the Canadian market are our expectation. The following 
points are relevant to this judgment. First, it is well known that at least one 
of the automobile manufacturers is pressing fairly hard against the minimum 
Canadian content which provides cheap entry of imported parts, while the 
others have reduced their average Canadian content in recent years. Second, 
the automobile industry is one place where new methods of production appear 
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likely to increase the size of the minimum efficient scales of production; this 
would work against increased Canadian content. Third, the automobile 
industry and the automobile parts industry do not now use all of the protec- 
tion afforded them by Canadian commercial policy, but they do use a con- 
siderable proportion to offset their higher costs of production. 


VIII. Machinery and Equipment 


1. Contents of the Group 


In principle, the objective was to gather into this group import items to 
correspond as closely as possible with the new investment in machinery and 
equipment as defined in Public and Private Investment in Canada. Due to 
limitations of time and data, the objective could only be partially reached. 
Aside from these limitations there are two or three quite important differences 
between the imports of machinery and equipment as set out in this study 
and the private and public investment in new machinery and equipment. 
First, some portion of the imports of trucks, autos and auto and truck parts 
should be treated as imports of investment goods; in fact this has not been 
done. All imports of autos, trucks and parts were treated together in the 
previous section of this chapter. Second, the valuation of the imports of 
machinery and equipment does not correspond exactly with the valuation of 
new investment in machinery and equipment in P and PI. The latter is at 
market prices, while the former is at declared value, per Trade of Canada. 
This tends to understate the import content of the new investment in machinery 
and equipment in Canada. 


The content of the group is described more completely in Appendix A. 


2. Sources of Data 


(a) General note: Unfortunately, it is not possible to obtain any precise 
and comprehensive view of the relationship between the type of industry 
making investment expenditures, and the kinds of machinery and equipment 
used by particular industries. Thus, even if one had precise information on 
the division of the Canadian market for a particular type of machinery between 
imported and domestic sources of supply, it would not be readily possible 
to analyze the relationships between the investing industry and sources of 
capital goods. Further, it is not always possible to analyze, with satisfactory 
precision, the sources of particular kinds of capital equipment. This is because 
of differences of definition in the statistics of production and foreign trade 
for various commodities and because the trade classification often lumps 
components and final goods into a single item so that a satisfactory analysis 
of the commodity flow is not possible. There are also differences in the valua- 
tion of imports and domestic production and so on. All of this means that 
our analysis and examination of prospects has to be based on fragmentary 
data. It is to be hoped that these statistical problems will be more or less 
solved in the future. 
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(b) Main sources of data on investment 


(i) Public and Private Investment in Canada, 1926-51 and Outlook, various 
years. These publications provide estimates of the aggregate investment in 
machinery and equipment and a classification by the industry carrying out 
the expenditure. 


(ii) Department of Reconstruction, Public Investment and Capital Forma- 
tion, Ottawa, 1945. This study was based on commodity flow methods, and 
classified the investment by type of equipment, but not by the industry carrying 
out the expenditure. The published report did not contain the commodity 
flow buildup for the various groups, but the worksheets underlying this study 
were made available by the Department of Trade and Commerce. These 
worksheets permit analysis and the import share of the Canadian market for 
various types of equipment. By extending the worksheets to recent years, 
it is possible to obtain a more or less continuous analysis on this basis from 
1926°to-1953. 


(iii) K. A. H. Buckley, Capital Formation in Canada, 1896-1930. This 
study contains estimates of Canadian investment in machinery and equip- 
ment for the period cited, built upon the commodity flow basis. The data 
can be meshed with the worksheets mentioned in (ii) above. 


(iv) More limited information on the imports, exports and production 
of some types of machinery and equipment is also available. See Urwick, 
Currie Limited study on The Canadian Industrial Machinery Industry, prepared 
for the Commission; this provides such data for various types of industrial 
machinery from 1949-54. See also Chapter 2 of this study, particularly Tables 
2 and 14. See also the briefs to the Commission by the Machinery and Equip- 
ment Manufacturers’ Association of Canada, the Canadian Electrical Manu- 
facturers’ Association, and the Canadian Machine Tool Builders Association. 
See also Barber, op. cit.; this contains data on imports, exports and production 
of electrical apparatus. 


(v) For analysis of trends in capital investment in the form of machinery 
and equipment, see Chapter 6 of Wm. C. Hood and Anthony Scott, Output, 
Labour and Capital in the Canadian Economy, Ottawa, 1957. 


3. Sources of Data on Imports of Machinery and Equipment 


The main source of information has been Volume III of Trade of Canada. 
For certain years, rough adjustments had to be made to allow for military 
equipment. 


4. Prospects — Canadian Market for Machinery and Equipment 


(a) The main source for the prospective aggregate Canadian expenditure 
on machinery and equipment is Hood and Scott, op. cit., Chap. 6. Except 
for a few comments, the forecasting in that study does not deal with the 
prospects for investment expenditure by various industries or on particular 
types of equipment. The basic method of forecasting there adopted consists 
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of extrapolation of capital-output ratios together with calculation of the 
implied rates of investment. 


The estimates of prospective expenditure on new machinery and equipment 
as developed in the study of output, labour and capital are somewhat narrower 
in coverage than the concept public and private investment in machinery and 
equipment. Since 1947 new investment in machinery and equipment per public 
and private investment has been between 4.13% and 5.53% larger than such 
investment, per the National Accounts concepts. As a rough projection of P 
and PI in machinery in the future we have taken 105.1% of the estimates 
(per National Accounts) as set out in Chapter 6 of the output, labour and 
capital study, this being the average difference in coverage between 1952 and 
1954. 


It is not thought that differences in the rate of growth of various industries 
will make much difference to the aggregate future ratio of machinery and 
equipment to output. Even if this is correct, it does not follow that the industry 
mix of future investment is irrelevant to the import prospects. Fragmentary 
data indicate that there are significant differences in the kinds of capital 
equipment among industries. It follows that different mixtures of investment 
in machinery and equipment could alter the imports of machinery and 
equipment. 


(b) Fragmentary data on the mixture of future investment in machinery 
and equipment are available or can be inferred from some of the other studies 
prepared for the Commission. The study of Canadian agriculture suggests 
that the rate of growth of investment in machinery and equipment in agri- 
culture will be much less than the growth in either agricultural output or 
Gross National Expenditure; thus, the proportion of total investment in ma- 
chinery and equipment accounted for by agriculture will be much smaller in 
the future. As imports account for a larger than average share of the Canadian 
investment in agricultural machinery, this relative decline will tend to decrease 
the aggregate ratio of imports of machinery and equipment to new investment 
in machinery and equipment. The growth in other primary resource industries 
is expected to be somewhat more rapid than the growth in G.N.P. Ordinarily 
this would tend to reduce the role of imports of machinery and equipment, 
as imports have been somewhat less important sources of equipment in these 
industries. However, a substantial part of the expected growth in the output 
of other primary resource industries and in the investment is expected to be 
in oil well equipment, an item for which imports supply practically the whole 
Canadian consumption. Primary manufacturing is expected to.account for 
about the same proportion of new investment in machinery and equipment 
in the future as at present, thus not affecting the relative role of imports of 
machinery and equipment. Investment in secondary manufacturing is expected 
to increase as a fraction of total investment in machinery and equipment; 
as the import content of such investment is typically well above average for 
all types of machinery and equipment, this change will tend to increase the 
role of imported machinery in the total. The utilities have typically used a 
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larger than average fraction of Canadian equipment in their investment 
activities; the import share of the Canadian market is much smaller for 
heavy electrical apparatus, telephone and electronic equipment, and railroad 
rolling stock than it has been for industrial machinery. As the railroads are 
likely to be less important outlets for equipment in the future, and as they 
typically have had a lower than average import content in their machinery 
and equipment investment than the whole utilities group, and because of the 
expected increase in the relative importance of steam-generated electricity, 
it is expected that the average import content of investment in machinery 
and equipment by the utilities will increase somewhat. However, a growth 
in the fraction of total investment in machinery and equipment accounted 
for by the utilities will nevertheless tend to decrease the aggregate importance 
of imported machinery and equipment in the total Canadian investment bill. 
As construction activity is expected to account for a smaller fraction of G.N.P. 
in the future, and imported construction equipment accounts for a very large 
proportion of the total Canadian use of such equipment, this factor will tend 
to reduce the aggregate ratio of imported to total machinery and equipment. 
A relative growth in trade and investment accounted for by trade, will also 
tend to reduce the aggregate ratio of imported to total machinery and equip- 
ment, as a larger than average proportion of such equipment is of Canadian 
manufacture. 


Considering all of these changes together, this writer comes out with the 
view that the effect of prospective changes in the mixture of investment activity 
on the over-all ratio of imported to domestically-produced machinery will be 
relatively small, but it is more likely that the changes in mix will increase 
than decrease the share of the Canadian machinery and equipment market 
supplied by imports. This judgment is based on the assumption that the 
import share of the Canadian market for each type of machinery and equip- 
ment was unchanged from the average between 1953 and 1955. 


When we consider the prospects for changes in the import shares of the 
Canadian market for particular types of equipment, we come away with the 
view that small decreases in such shares are to be expected, mainly because 
of the prospective growth in the Canadian market. 


IX. Materials for Structures, and Miscellaneous Investment Goods 


1. Content of the Group 


The content of this group was described fully in Appendix A. Briefly, the 
group includes manufactured wood products; structural steel; tubes, pipes 
and fittings; glass; light fixtures; paints, pigments and varnishes; building 
stone and lime; plaster and cement; building hardware; and electric wire 
and cable. There are many imports of industrial materials which find their 
way into materials for structures in Canada which cannot be specifically 
included in this group of imports because of inadequate information on 
which to assign them among end uses in Canada. 
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2. Sources of Information 
1. Imports: Trade of Canada. 


2. Investment in structures: Public and Private Investment in Canada, the 
latter published by the Department of Trade and Commerce. 


3. Production of various materials for structures: Annual census of manu- 
factures. 


4. Selected products: Cement: Brief to the Commission by J. M. Breen, 
The Cement Industry in Canada; Flat glass: Report of an inquiry into an 
alleged combine in the sale of flat glass in Canada, Combines Investigation 
Branch of the Department of Justice, Ottawa, 1949; Steel: The Canadian 
Primary Iron and Steel Industry, a study prepared for the Commission by the 
Bank of Nova Scotia, Ottawa, 1957; Electrical Wire and Cable: Electrical 
Wire and Cable Products, Report of an investigation into an alleged combine 
in the manufacture, distribution and sale, Combines Investigation Act, 
Department of Justice, Ottawa, 1953; Wire and Cable, and Lighting Fixtures: 
Information on apparent Canadian consumption and the import share of the 
Canadian market: Barber, op. cit., see also the report prepared by F. A. 
Knox, et al, on The Canadian Electrical Manufacturing Industry: An Economic 
Analysis, Toronto, 1955. 


5. Tariffs, Comparative Canadian and Foreign Prices of Building Materials: 
see Young, op. cit. 


General Points 


1. Forecast of Public and Private Investment in Structures 
This forecast was built up from three components: 


(a) Investment in structures by industry, the estimates being taken 
from Hood and Scott, op. cit., Chap. 6. 


(b) Estimates of new investment in residential housing developed in 
Housing and Social Capital, by Yves Dubé, J. E. Howse and D. L. McQueen, 
Ottawa, 1957. 


(c) Estimates of new investment in non-residential structures, other 
than those covered in (a). This group consists mainly of capital non- 
defence expenditures by governments, on which a memorandum was 
prepared for the Commission. The group is also referred to as expenditure 
on social capital, for which forecasts have been made as part of the study 
of housing and social capital. The forecasts of investment expenditure 
on social capital or by governments on capital non-defence purposes do 
not distinguish between investment in structures and investment in ma- 
chinery and equipment. It is well known that the predominant element 
in the over-all investment in this group consists of structures. Therefore, 
as a rough working estimate of new investment in non-residential struc- 


There are minor differences of definition between (i) non-residential investment other than 
by industry, (ii) government capital non-defence expenditures, and (iii) expenditures on social 
capital. See Hood and Scott, op. cit., and Dubé et al, op. cit., for discussion of these matters. 
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tures, we have projected the 1955 estimate of non-industry public and 
private investment in structures on the basis of the expected total govern- 
ment capital non-defence expenditure in the future, obtained from the 
memorandum mentioned above. The results are quite similar to what 
would be obtained from using the projected social capital outlays. 


2. Imports Versus Canadian Consumption of Materials for Structures and 
Miscellaneous Investment Goods ) 
Historical data suggest that some decrease has taken place in the import 
shares of the Canadian market for items in this group. 


Import Shares of the Canadian Market for Selected Materials 


(percentage) 
Basis of 
Item computation 1929 1937 1950 1952. 1953 
Glass ertete . eora ue Value data 43.4. 28.6 5 28.0 \.453-41462 
Paints, pigments and 
Valiishesreracer See a “i 18.9: 16.9 6816.9 ois 4 2s eee 
Electrical wire and 
Cables: tae tepiaan Knox Report D4, 2.40 2a D0 -etantad 
Lighting Txtares . e.c 0. ue 44.8 29.4 16.3 19.1 17.9 
IW Ihine CeVviCes . cy sie . 110. > sk = 4.52% 90 Ose 


Fragmentary data indicate that imports now account for a larger share of 
the Canadian market for cement than they did in the late 1920’s. 


X. Aircraft, Engines and Parts 


1. Content of the Group 
The group includes airplanes and parts, aircraft engines and parts. 


2. Sources of Information 

(1) Canadian stock of aircraft and statistics of civil aviation: Canada Year- 
book, various issues. 

(2) New civilian investment in aircraft: Department of Trade and Com- 
merce, Public and Private Investment 1926-1951, and Outlook, various issues. 

(3) Trends in United States air transportation: J. Frederick Dewhurst and 
Associates, America’s Needs and Resources, New York: Twentieth Century 
Fund, 1955. 

(4) Canadian military expenditure on aircraft: Reports of Department of 
National Defence and Department of Defence Production. 

(5) Prospective Canadian travel by air: see briefs to the Commission by 
Trans-Canada Airlines and by Canadian Pacific Airlines. 


3. Prospects 
The limited and arbitrary estimates of prospective imports have been 
discussed in the text of Chapter 5. 
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XI. Coal 


1. Content of the Group 


The group consists of imports of coal as reported in Volume HI of 71 rade 
of Canada. ; 


2. * Sources of Information 

(1) Imports: Trade of Canada. 

(2) Trends and prospects in coal consumption, production and imports: John 
Davis, Canadian Energy Prospects, Ottawa, 1957. 

(3) Tariffs and Prices: Young, op. cit. 


3. General Notes 

The forecast of total imports of coal was taken from the energy study. 
It was assumed that imports of anthracite coal would fall to about 0.5 million 
tons by 1965 and thereafter continue at low levels, mainly because anthracite 
coal will be replaced by petroleum products in space heating. Imports of 
bituminous coal are expected to decline absolutely during the next decade, 
thereafter increasing quite rapidly. 

The prospective volumes of imports were valued at 1949 prices on the basis 
of unit values computed from Trade of Canada. 


XII. Petroleum Products 


1. Contents of the Group 
The group is defined as the group of that name in Trade of Canada, less 
imports of asphalt. 


2. Sources of Information 

(a) Davis, op. cit. 

(b) Briefs to the Commission of: 
(i) The Imperial Oil Company 
(ii) The Shell Oil Company of Canada 
(iii) The Canadian Petroleum Association 
(iv) The British American Oil Company 
(v) The Ford Motor Company of Canada 


(c) The Canadian Automotive Industry, prepared for the Commission by 
the Sun Life Assurance Company of Canada. 


Note 


The procedures and estimates of the demand for petroleum products in 
total and in various regions are similar to the Commission’s study of Canadian 
energy prospects and in the brief of the Imperial Oil Company, except that 
the latter contains smaller estimates than the former. Because of assumptions 
of lower G.N.P. and because of very conservative assumptions about the 
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growth of the automobile population in use in Canada, there are good grounds 
for treating the estimates of the demand for petroleum products found in 
the Imperial Oil brief as rather conservative forecasts. 


3. Valuation of Imports 


The value of the imports are expressed in 1949 prices. Separate unit value 
indexes were constructed for crude petroleum for refining, aviation gasoline, 
gasoline under .8236 specific gravity, stove oil, light fuel oil, heavy fuel oils, 
and diesel fuels. The current dollar value of imports of each of these items 
was deflated by the appropriate index. The value of imports of other petroleum 
products was deflated by the implicit price index derived from the items 
mentioned above. 


In projecting the value of imports in 1949 prices, some account had to be 
taken of the possible changes in the mixture of petroleum products imported. 
The study of Canadian energy prospects suggests that the import share of 
the Canadian market for some of the more expensive types of products may 
fall in the future, items like aviation gasoline. On this account, we have 
assumed that the value of imported petroleum products will increase by 10% 
Jess than the volume of such products between 1955 and 1965, and by 15% 
less between 1955 and 1980. It should be recalled that the volume measure- 
ments are in terms of crude petroleum equivalents. 


XIII. Selected Chemicals 


1. Content of the Group 


The group dealt with in this section includes the total imports of chemicals 
and products, as reported in Trade of Canada, less a number of sub-groups 
which have been assigned to specific end uses earlier in this study, items 
such as drugs and pharmaceuticals, dyeing and tanning materials, paints, 
pigments and varnishes, perfumes and toilet preparations and soap. Our group 
corresponds quite closely with the items from the Chemical Products group 
in the trade statistics assigned to the class basic chemicals in The Canadian 
Chemical Industry, by John Davis, Ottawa, 1957. 


2. Sources of Information 
(a) Davis, ibid. 
(b) A number of briefs on various aspects of the chemical industry were 


submitted to the Commission; many of these have provided helpful informa- 
tion on imports of chemical products. 


3. Index of Prospective Imports 

The projections of imports of the selected group of chemicals were made 
as follows: 

From the judgments found in The Canadian Chemical Industry on the 
prospective growth in the Canadian market for chemicals and the sharing of 
that market between imports and domestic sources of supply, an index was 
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formed, (using 1953 as 100) of the prospective total volume of imports of 
chemical products. 1953 was used rather than 1955, because it was thought 
that the import share of the Canadian market might be slightly larger than 
normal in the latter year, due to the unusually high level of capital imports. 
This index of prospective total imports was used to project the 1953 (current 
$) value of the selected group of chemical imports being dealt with in this 
section. (See Table 47.) After examination of the data in the chemical study, 
it was our judgment that this would be a satisfactory rough working assump- 
tion. The resulting projections of the value of imports of chemicals were then 
converted to 1949 dollars, using the index of import prices for chemical 
products, published by D.B.S. in the Review of Foreign Ti rade, 


XIV. Unassigned Industrial Materials other than Basic Chemicals 


1. Contents of the Group 


The group is defined in Appendix A. It includes those industrial materials, 
other than basic chemicals, which have not been assigned on the basis of 
the trade statistics to specific end-uses. The larger sub-groups include basic 
iron and steel products, iron ore, rubber, and general purpose non-ferrous 
and non-metallic mineral products, such as brass products. 


2. Sources of Information 

(a) For Primary Iron and Steel: see The Canadian Primary Iron and 
Steel Industry, a study prepared for the Commission by the Bank of Nova 
Scotia. The briefs to the Commission of various firms in the iron and steel 
industry are also helpful. 

(b) Rubber: see the brief to the Commission by the Rubber Manufacturers’ 
Association of Canada. 


3. Notes 


The current dollar values of imports were deflated to (1949) constant dollar 
values using a special index of prices prepared by D.B.S. This index was 
constructed by regrouping items in the published index of import prices. 
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by Wm. C. Hood including a Presentation of National Transactions 
Accounts in Canada, 1946-54, by L. M. Read, S. J. Handfield-Jones and 
F. W. Emmerson 


Certain Aspects of Taxation Relating to Investment in Canada 
by Non-Residents — 
by J. Grant Glassco of Clarkson, Gordon & Co., 
Chartered Accountants 


Consumption Expenditures in Canada — 
by David W. Slater 


The. Future of Canada’s Export Trade! — 
by R. V. Anderson 


tN 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS ; 


Canada — United States Economic Relations! — 
by Irving Brecher and S. S. Reisman 


Canadian Commercial Policy! — 
by J. H. Young 


Some Regional Aspects of Canada’s Economic Development — 
by R. D. Howland 


The Nova Scotia Coal Industry — 
by Urwick, Currie Limited 


Canadian Economic Growth and Development from 1939 to 1955 — 
by J. M. Smith | 


'This is one of a series of three studies on Canadian international economic relations prepared 
under the direction of S. S. Reisman. 
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